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STATISTICAL SECTION 








The Bank publishes from time to time in this 
Review signed articles by exponents of different 
theories on questions of public interest. The Bank is 
not necessarily in agreement with the views expressed 
in these articles. They are published in order to 
stimulate free discussion and full inquiry. 


EDITORIAL NOTE 


In July, 1947, the Review contained the first of a series of 
articles on British farming prepared under the general super- 
vision of the Rector of Lincoln College, Oxford. Owing to his 
absence on an official mission to the Gold Coast it has not been 
possible to conclude the series with his summary of the articles 
and conmspectus of the present outlook until this issue. We 
venture to draw our readers’ especial attention to this article 
which, with its wide horizons and its illuminating analysis of the 
causal relations between events, will, we believe, be regarded as 
one of the most helpful contributions of recent years to the 
discussion of these important problems. 


























Taxation and the Supply of Capital 
for Industry 
By S. P. Chambers 


ANY voices, including those of some very responsible in- 
dustrial leaders, have been warning us that the excessive 
taxation of industry is eating away at the sources 

of industrial capital, and that, as a consequence, there is a 
serious threat to the nation’s industrial production. One danger, 
indeed, is that we are becoming so accustomed to warnings 
that we cease to pay attention, and may continue to drift until 
we hit the rocks. The purpose of this article is to make some 
estimate of the danger, to show just where it lies, and to show 
also that the main, but not the only, cause of our troubles is 
the heavy weight of taxation. We then go on to examine some 
of the remedies that have been proposed, and to observe 
that these troubles are added to unnecessarily by an obsolete 
set of taxation rules which would be tolerated in no other 
country in the world. 


Is CapiTaL DryInc Up? 


Let us first examine the alleged rocks ahead. Is it true 
that the supply of capital for industry is in danger of drying 
up? The figures given in Government White Papers on Capital 
Investment are difficult to interpret correctly. In the White 
Paper on the National Income and Expenditure of the United 
Kingdom in 1947' the reserves for depreciation and mainten- 
ance for 1947 are put at £775 millions, and the figure for 
gross domestic capital formation at £2,020 millions. If the 
figures for the reserves are adequate then the differences 
between these figures and those for gross capital formation 
should represent net capital formation, i.e. the addition made 
to all forms of capital after replacing what has been worn out 
or scrapped as obsolete. The figure for “ net capital formation ” 
at home for 1947 is thus £1,245 millions according to the tables, 
and as the figure for 1938 was £320 millions the figures suggest 
a considerable expansion in net capital investment. 

But what are the facts behind the figures? Let us try 


1 Cmd. 7371 (Tables 1 and 10). 
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to ascertain the true figure of net capital formation in industry 
in 1947. 


DEPRECIATION RESERVES. 


The £775 millions depreciation reserve in 1947 covers 
not only (a) reserves for depreciation of industrial plant and 
machinery, but also (6) the repairs allowance deducted from 
property assessments, (c) depreciation reserves by Government 
authorities, both Central and Local, and (d) certain minor 
items which amount in all to about £25 millions. The figures 
for (a) and (5) are based on the income tax assessments, and if 
the tax allowances are inadequate then to that extent the £775 
millions will be inadequate. In fact, as the figures are based 
on the original cost of the assets—not the cost of replacement, 
which is more than twice as much—they are far too small. 
Where £100 is put down as what is needed to replace an asset 
at its original cost, the actual amount which will have to be 
spent on replacement will be more than £200. As, however, 
certain special allowances in respect of new capital expenditure 
on plant and buildings are included, it is most difficult to give 
an estimate of (a) and (6) on the basis of present day costs of 
replacement. Out of the £775 millions, (c) and (d) can be 
put at about £175 millions which leaves £600 millions for (a) 
and (6). On the replacement cost basis this £600 millions 
ought perhaps to be £1,000 millions', making a total of £1,175 
millions for the £775 millions in the tables. 


Gross AND Net CAPITAL FORMATION. 


On the other hand, the figure of £2,020 millions gross 
capital formation in 1947 covers at least four kinds of capital 
expenditure: (a) expenditure on replacement of worn-out 
industrial plant and repair of buildings of all kinds (i.e. 
expenditure of the kind for which the reserves of £775 millions 
were made), (6) additional industrial plant and buildings (i.e. 
net increase in fixed capital in industry), (c) increase in working 
capital (stocks, work in progress, etc.) due both to the increase 
in physical quantity and to increase in prices, (d) expenditure 
by local authorities and others on housing, hospitals, schools 
and other non-industrial assets. 

We have guessed that (a) ought to be about £1,175 
millions. Item (c), the increase in working capital, has been 

1 The Economic Survey for 1948 (Page 38) admitted {900 millions. ; 
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estimated very roughly at £400 millions for 1947. In the 
London and bridge Economic Service Bulletin of August 
16th, 1948, the expenditure in the building and civil engineering 
industries upon private houses alone is put at £360 millions, 
so that if we add another £100 millions for all other non- 
industrial capital expenditure (hospitals, schools, etc.) we get 
£460 millions for item (d). Since Items (a), (c) and (d) together 
come to £2,035 millions, which exceeds £2,020 millions, we 
have a negative figure for (b) the net formation of fixed capital 
in industry. Now we know that there has been considerable 
capital expenditure in one or two branches of industry, so 
that we are forced to the conclusion that, outside the one or 
two specially favoured branches, the amount spent on capital 
formation in industry is almost certainly less than what is 
necessary to replace worn-out equipment at today’s prices. 
That means that the physical volume of capital, as distinct 
from its value expressed in inflated money prices, is probably 
diminishing. 

Whatever the true figures, what is quite certain is that the 
figures for “* net capital formation at home ”’ in the Government 
White Papers give, no doubt unwittingly, a false picture, and 
one which in no way reflects the danger that the physical capital 
in industry, as distinct from its money value, may be declining. 
The accounts of many, if not most, industrial concerns, also give 
a false picture because they, too, make their provision for 
depreciation upon what the assets cost originally, and not what 
it will cost to replace them. 


REPLACEMENT COST OF PLANT AND MACHINERY. 


This question of the growing cost of replacing plant and 
machinery, and of the inadequacy of the provisions made to 
meet that cost is so important that it warrants a detailed 
explanation. The replacement of industrial buildings is also 
affected by the same considerations, but, in terms of annual 
cost, is a smaller matter. 

The depreciation allowance for income tax purposes—or 
wear and tear allowance, as it is called—is calculated on the 
original cost of the plant, and it is the practice to allow each 
year a fixed percentage on a figure representing this cost as 
reduced by the allowances given in earlier years. Theoretically, 
the sum of all these annual allowances, plus any proceeds on 
the sale of the plant as scrap, should equal the cost of replacing 
the asset. Even when prices changed very little from year to 
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year, it rarely worked out quite as easily as this, because changed 
conditions, new techniques and other circumstances frequently 
meant that a different kind of plant or a different process 
replaced the old. But in these days of rising prices, the fund 
so built up will certainly be less than half what is necessary to 
buy a new plant of the same productive capacity. 

Suppose, for example, that a plant cost £100,000 in 1938, 
is worn out by 1948, that the sum of all the wear and tear 
allowance is £100,000, and that the taxpayer has followed the 
Inland Revenue Department by making the same depreciation 
provision in his books. The new plant costs £200,000 but the 
depreciation fund with which to buy this plant amounts to 
only £100,000. If, after making this depreciation provision 
year by year, the balance of profits has been paid away in 
taxes and dividends, there will be insufficient money to buy 
the new plant, and fresh capital must be raised. From an 
accounting point of view, and for tax purposes, the capital 
has been maintained intact at £100,000, but everybody knows 
that £100,000 in cash today is not equal to the eenaee 
which was invested in this plant in 1938. The capital has not 
been kept intact in the sense that it remains adequate to maintain 
production at the same physical level as before. 

Tax allowances for depreciation in this country have 
never been on a basis which assumes that capital must be 
maintained intact. The economist might regard the income 
of a period as the increase in total capital during that period, 
plus what has been drawn out for consumption, but the tax 
law of this country has always been based on the fiction that 
there is something called “ income” which can be computed 
regardless of capital losses or profits. 

During a period of rising prices the excess of income for 
tax purposes over true income in the economic sense may be 
very striking. In the past, however, the rates of tax have been 
so low that it has usually been possible to plough back into the 
business sufficient of the so-called profit to enable the real 
capital to be maintained, even though the tax collector has 
taken his levy on an amount which is greater than what the 
economist would regard as income. oday, however, there 
are at least two factors which make this physically impossible 
for many businesses, and difficult for all. One factor is the 
limitation of prices and profits to a point at which there is 
no surplus to plough back in this way; the other is the 
excessively high level of taxation. 
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Cost OF REPLACING STOCKS. 


This trouble of maintaining capital intact in the face of 
rising prices and high taxation is not confined to fixed assets ; 
it applies equally to floating assets, such as stocks. If £100,000 
was the amount necessary to be invested in stocks in 1938, 
then about £250,000 will be required today to carry the same 
physical stocks. For that reason a stock of 400 tons in 1948 
will be treated as equal to a stock of 1,000 tons in 1938 if the 

rice of the material has risen 2} times what it was then. 

he taxpayer’s books may show his capital as the same at 
£100,000, but if he needs to carry 1,000 tons of this material 
to maintain the same level of manufacture (or trade, for that 
matter) he must get £150,000 more capital from somewhere. 
To put it another way, if, starting the period with 1,000 tons 
of material costing £100,000 and no other assets, and in the 
process of buying and selling at ever-increasing prices, he 
finishes with 1,000 tons which at the last purchase cost him 
£250,000 and remain worth £250,000, the Inland Revenue 
will regard him as having made £150,000 profit, even though 
he has physically exactly what he started with. 


EFFECTS OF INFLATION. 


What happened after the First World War was that the 
rise in prices enabled industrialists and traders to make what 
they considered to be abnormal profits, which they ploughed 
back into their businesses. They thought that their capital 
was being increased, and, indeed, their financial accounts 
showed accumulated reserves of undistributed profits. In 
fact, in many if not in most cases, they were merely maintaining 
the same physical volume of capital and trade. At that time 
the rate of income tax was only half of what it is today 
and the profits tax was unknown. 

We all know that inflation is an evil thing, but when it 
runs its course unplanned it brings certain natural correctives. 
Today these correctives have not been allowed to come into 
play, and the result is most unhealthy. The making of large 
paper profits, which is a natural concomitant of inflation, 
enabled industry to maintain its real capital intact; the 
restriction of money profit at a time of rising prices is denuding 
industry not of real profits but of real capital. 

Thus it is that concerns which on paper have been 
reasonably prosperous are selling their Government securities, 
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borrowing from banks, or raising fresh share capital—not to 
expand their businesses, as is often imagined (and said)—but in 
an effort to maintain the old level of production at higher prices, 

So far as stocks are concerned, the difficulties have, of 
course, arisen already, and have been met very largely by 
selling securities accumulated as reserves during the War, 
and by using up resources intended for the replacement of 
fixed assets. The troubles with fixed assets will continue for 
many years as the need for replacement at increased cost 
arises. How terribly illiquid ey is becoming will not 
emerge all at once; it will gradually become apparent as 
more and more concerns run into difficulty in finding resources 
to replace their fixed assets out of reserves that are inade- 
quate, or which have already been used to finance the rise in 
stock prices. 

We may, therefore, expect the liquid resources of industry, 
its cash reserves and Government securities, to be drained 
away steadily in the task of finding resources to finance stocks 
and replace plant at increased prices. As that process comes 
to an end we must ask ourselves from what source the supply 
of funds is to come to finance further replacements. 


Sources OF SUPPLY OF FUNDS FOR CAPITAL REPLACEMENTS. 


We might list the possible sources of funds as (a) the 
undistributed profits of the business itself, (b) the savings of 
the ordinary investor in industrial securities, (c) the small 
man’s savings, (d) institutional savings, (e) the banks, (f) the 
Government. These are, of course, different ways in which 
= is switched from current consumption to capital 
ormation. We ought to rule out the Government to start with, 
because it would be outrageous, excepting under a totalitarian 
régime, to tax income for the purpose of supplying capital 
for Government investment in industry; for the Govern- 
ment to invest without having collected the income through 
taxation would be simple inflation. Similarly, while the banks 
have their proper function to perform in supplying short- 
period finance, they could never be a proper source of additional 
fixed capital, whether directly or indirectly, except where, 
following a period of deflation, there was a legitimate expansion 
of credit. The institutional investors (insurance companies, 
pension funds, etc.) provide a steady flow of what are, in reality, 
private savings put through a special channel. This is an 
important source, but not one capable of expansion, except at 
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a very slow rate over many years. The large private investor, 
formerly the mainstay of the equity market, is not allowed to 
have any income to save ; it all goes in taxation. Small savers 
have their problems as well, and their record in the past few 
months in that kind of investment which is best suited to their 
needs is hardly encouraging. 

More than ever before, therefore, is it necessary for the 
business enterprise to look to its own profits as the proper 
source for the maintenance and expansion of its capital. It 
is just here that the excessive burden of taxation and price 
control is so damaging. 


Tue Evit or ExcesstvE TAXATION. 


First, by taxing as income what is absolutely essential 
for the maintenance of the present physical capital, and by 
doing this both for profits tax and income tax purposes at 
very high rates, the present tax burden takes away very much 
more than half the true income. Secondly, the profits tax is 
payable on the whole profits including the proportion which 

oes to preference shareholders, but as no part can be deducted 
oe dividends the whole burden falls upon the residual share- 
holders, which, if there is insufficient profit to pay an ordinary 
dividend, means upon depreciation reserves. 

Finally, where prices are subject to any measure of control, 
there is the pernicious system of assuming lightly that a price 
which gives a reasonable return upon the capital invested is a 
fair price. That system is pernicious because the return upon 
capital is calculated upon the original cost as written down 
for tax purposes year by year, and therefore leaves a profit 
which is frequently i cient even to provide a depreciation 
fund out of which the capital can be replaced. 


REMEDIES. 


So much for the evils. What are the remedies? One of 
them lies in the field of price policy, and is therefore really 
outside the scope of this article. It is sufficient to say here 
(a) that a price policy which does not permit of the maintenance 
intact of real capital, as distinct from money capital, must in 
the long run drive everybody subject to such price control out 
of business, and (6) that a price policy which unduly restricts 
profits, however plausible and “‘ politically sound ”’ the reasons 
appear to be, may do a great deal of harm, and may have less 
wisdom than it might seem to have on the first inspection. 








DEPRECIATION ON BASIS OF REPLACEMENT COSTS. 


For the purpose of computing profits for taxation, the 
obvious remedy which jumps to mind is that the Inland 
Revenue should allow depreciation on the basis of the replace- 
ment cost, and not upon the original cost of the assets already 
in existence. If we revert to our simplified example, this 
proposal would mean that, for an asset which cost £100,000, 
and which is expected to last 10 years, the average allowance 
each year would be £20,000 and not £10,000, so that the sum 
of these allowances is £200,000, the cost of the replacement, 
instead of £100,000. If the concern followed the same practice 
in its own books and set aside money corresponding to this 
reserve, it would have £200,000 available at the end of the 
ten years to pay for the cost of replacing the asset. If the 
firm adopted this practice in its own books while the Inland 
Revenue allowed only £100,000 in all, then, of course, part 
of the £200,000 will have disappeared in taxation. If the full 
£200,000 is to be available in cash when required, it is necessary 
for both the Inland Revenue and the taxpayer to make deprecia- 
tion allowances which over the life of the asset add up to the 
£200,000. The example has been over simplified and in 
practice there are many complications, but these complications 
do not alter the fact that under the present practice only 
£100,000 will be available for necessary capital replacement 
costing £200,000 and that we ought to have £200,00 available. 


DIFFICULTIES WITH REPLACEMENT CosT BASIS. 


If we follow through the proposal that the deduction for 
depreciation in arriving at net profits should be calculated on 
the replacement cost and not upon the original cost of the 
asset, we Come up against some very awkward problems. First, 
in the early years of the life of the asset the allowance will 
have been made on the original cost because in those years it 
was impossible to prophesy that replacement costs would have 
risen by more than 100 per cent. Indeed, for new assets being 
put in today we do not know whether the replacement in due 
course will cost more or less than today’s cost. “* Replacement 
cost” does not mean a fixed known figure to which an 
accountant can put his signature; it is a guess about what 
something may cost at some future date. Accountancy has 
not yet reached the stage at which responsible professional 
accountants will trust their reputations on such guesses instead 
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of trusting them to known figures of actual expenditure. Where 
the accountant hesitates uncertainly, the d Revenue can 
hardly be expected to jump in with both feet. 

The next difficulty is that as the allowances for the earlier 
years have been based upon original cost, then, if the total 
allowances for all years is to be adequate, the allowances for 
subsequent years must be increased, not merely to the full 
proportionate amounts due for such subsequent years, but to 
amounts which will make good the deficiencies for the earlier 
years. This would mean exceedingly high allowances if the 
greater part of the life of the asset had passed before any 
adjustment is made. Taking our simplified example again, 
if eight years had elapsed with allowances of £10,000 each 
year, then in each of the two final years no less than £60,000 
must be allowed instead of the normal £10,000 if the final 
reserve is to equal £200,000. (In practice, as the allowances 
are proportionately greater in the earlier years because of the 
reducing balance method adopted by the Inland Revenue, 
the amounts required in each of the last two years may actually 
be smaller than £60,000.) 

Could many enterprises afford to make depreciation 
reserves out of profits on this basis? If they could, and if, as a 
consequence, it meant passing a non-cumulative preference 
dividend, would they be justified in so doing? It is worth 
noting that where the cost-plus system of pricing for Govern- 
ment contracts persists the depreciation allowed is certainly 
not on this generous scale, and in such cases, therefore, sufficient 

rofits would not be available out of which reserves on this 
asis could be made. 

In a time of rising construction costs estimation of future 
replacement costs would cause many a restless night, but, if 
a system of allowance based on replacement costs were intro- 
duced, it would presumably have to apply when construction 
costs fell again, and the prospect becomes a nightmare. Just 
when prices were falling and people were getting into 
difficulties, heavy taxation penalties would become payable 
because the depreciation allowances already given had in the 
aggregate exceeded the new cost of replacement. Taking our 
same example, if, after replacing our plant at £200,000 we 
continue to make reasonable profits (or have our profits 
restricted by regulation to what is considered reasonable by 
other people) until the eighth year, when there is a fall in 
prices so that the cost of replacement is estimated to be only 
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£100,000, then, so far from getting any depreciation allowance 
in the last two years, we must add on to profits £30,000 in 
each of these years in order to reduce the £160,000 already 
allowed to £100,000, which on our replacement cost basis is 
the maximum to which we are entitled. Would industry in 
such lean years welcome such heavy additions to their tax 
bills, and would economists approve of the imposition of extra 
taxation in this way in such years ? 

Then there are practical difficulties of working on estimated 
future costs instead of upon past costs. In the oversimplified 
example which we have been taking the life of the plant is 
assumed to be known ; in practice it is most difficult to estimate 
the physical life of an industrial plant, and, in consequence, 
there must be much guesswork, both as to the date when 
replacement will be needed and the probable cost of con- 
struction at that date. Physical life is only one factor and does 
not take into account improvements in design, obsolescence in 
plant, process or product. A progressive concern will frequently 
reconstruct a factory on entirely different lines which provide 
for the complete scrapping and non-replacement of much old 
plant. Obsolete power plant may be replaced by an entirely 
new system, or by taking power from the grid. How can 
“cost of replacement” have any meaning in such 
circumstances? In the light of these practical considerations 
the accountant’s instinct that it is better to base accounts 
upon facts rather than upon guesses about the future is 
understandable. 


REPLACEMENT Costs Basis REJECTED. 


It is for such reasons that there can be no general 
acceptance of the principle that depreciation should be 
calculated upon the estimated cost of replacement. Most 
people who argue that the present depreciation allowances are 
inadequate recognize that the cost of replacement could not, 
in practice, be introduced as a permanent and exact basis for 
the allowances, whether in commercial accounting or for tax 
purposes. A revolutionary change of this kind is really out 
of the question. Various expedients have, therefore, been 
proposed aiming at some rough measure of the cost of replace- 
ment by reference to the known increase in construction costs. 

One such expedient is to construct an index of costs for 
the past thirty years or so, and allow depreciation from now 
onwards on each item of plant according to the original cost 
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as written up by the ratio of costs now over the costs in the 
year of erection. This proposal sounds simple enough, but the 
task of analysing the present book figures for plant and buildings 
to ascertain for each item the year of construction and the cost 
of construction would be colossal. Where since construction 
there has been the purchase of a whole business, or an 
amalgamation, with a large goodwill element, or a price based 
upon earning capacity regardless of original costs, the task 
would be impossible, and arbitrary estimates would have to be 
adopted. 

Another suggestion is that the present allowances should 
remain undisturbed but should be supplemented by an 
additional allowance, when the plant is replaced, equal to the 
difference between the actual cost of replacement and the 
allowances which have been made on the basis of the original 
cost. A difficulty arises when there has been no replacement 
with identical or similar plant, but this could be overcome 
in most cases by a reasonable assessment of what replacement 
by identical plant would have cost. A more serious difficulty 
is that the magnitude of the allowance in the year of replacement 
is likely to be very disturbing if the plant item is large in 
relation to the size of the business. Going back to our earlier 
example, replacement after ten years of the plant which cost 
originally £100,000 and costs £200,000 to replace, would, 
under this plan, mean an allowance in the income tax assess- 
ment in the year of replacement of (a) the normal initial 
allowance of 20 per cent. granted on all such capital 
expenditure, (b) the normal allowance of 10 per cent. and (c) the 
replacement allowance of the difference between the £100,000 
and the £200,000. The sum of these allowances is £160,000 
which may be more than the whole profits of the business. 
Whether made for tax purposes or for commercial p ses 
allowances which fluctuate in such a violent manner are likely 
to prove most embarrassing; what were really good years 
might, on this basis, appear to be years in which net losses 
were made because in those years the depreciation allowances 
made good the inadequate provisions in other years. Here 
again the question of the conflicting interests of preference 
and ordinary shareholders may become acute. Another problem 
would be the treatment to be given when cost of replacement 
is substantially less than the original cost. A very large addition 
would have to be made to the actual profits, and the result 
might well be a huge tax bill in a particularly bad year. If 
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our figures of £100,000 as the original cost, and £200,000 as 
the replacement cost were reversed, the special addition in the 
year of replacement would be £100,000, which might produce 
a tax bill sufficient to ruin the business. 


ABSORPTION OF RESOURCES INTO WORKING CAPITAL 
THROUGH HIGHER PRICES. 


We have been discussing the difficulties which would 
arise in any attempt to apply the replacement cost basis to 
fixed assets, but there are wider considerations which must 
not be overlooked. The first is that an allowance of this kind 
does not touch the problem of the absorption of money into 
working capital (stocks, work in progress, etc.) caused by 
rising prices. In some respects the loss of real working capital 
due to inflation is more striking and more immediate than the 
loss of fixed capital due to this cause. Indeed, this loss has, 
for the most part, already been incurred, and no tax relief 
has been given for it. Had it been possible to consider the 
problem before the general rise in prices suggestions for a 
more general application of the “ base stock” principle of 
valuing stocks might have been of some value. By this method 
of valuation a given basic amount of stock in real terms is 
kept at a constant price regardless of the fact that prices are 
rising and the stock may be turning over constantly. Thus, 
to revert to the earlier example, the 1,000 tons of stocks which 
cost £100,000 before the War would for all purposes be 
maintained in the books at £100,000, even though at present 
prices they would be worth £250,000. This practice, if followed 
for tax purposes as well as for commercial purposes, would 
prevent the taxation as profit of the increase in wealth which 
is a money increase and not an increase in physical assets. 

However, it is too late to do anything like that now. The 
natural question which may be asked is how businesses have 
managed to finance this increase in the prices of stocks without 
getting into difficulty. The answer is that some of them have 
got into difficulty, others are still getting into difficulty and— 
still more important—very many concerns have been compelled 
to finance this price increase out of cash resources which were 
intended for the replacement of fixed assets. Into this last 
class falls the vast majority of businesses and the danger which 
we are running at present is that these businesses will find 
increasing difficulty in getting adequate resources for the 
financing of capital replacements because not only has the 








Roos f Qa: e oes 


re 








13 


cost gone up but their money has gone to finance the increase 
in prices of stocks. This steady and almost imperceptible 
development of widespread illiquidity and lack of balance in 
the investment of resources is one of the worst features of 
inflation and, unless counteracting measures are taken it leads 
directly to the unavoidable restriction of production. If no 
direct remedy can be found for this absorption of resources 
into working capital, some relief will, however, be available to 
most businesses if the problem of the cost of replacing fixed 
capital is dealt with adequately. For those businesses which, 
by their nature, require a large working capital but a very small 
investment in fixed assets the only remedy lies in general 
relief from direct taxation. 


CONSIDERATIONS OF Eguity. 


If further arguments were needed for the rejection of the 
replacement cost basis for depreciation allowances, they are 
to be found in a consideration of the relative position of the 
owners of equity capital on the one hand and the owners of 
fixed dividend or interest capital on the other. To tax 
businesses on the basis of maintaining physical capital intact 
regardless of price changes would mean to give a preferential 
treatment to equity owners. A business owned as to 50 per 
pen oh orm ge share capital and 50 per cent. ordinary share 
capital would, on this basis, yield an increased return to the 
ordinary shareholders based upon the all round increased 
prices which included the extra yield on that part of the original 
capital put up by the preference shareholders. To be logical 
the preference dividend ought to be increased so that in real 
terms that dividend represents in physical terms as much as 
it did pre-war. Nobody, however, suggests that we should 
recognize the fall in the value of money to the extent of writing 
up preference dividends and interest due on loans and securities 
in order to preserve intact the right to the real capital behind 
the investment, and thereby to maintain the real income from 
the investment. On this principle the owners of Government 
and other securities would be entitled to get their interest 
payments more than doubled. 

We are thus faced with the dilemma that the fall in the 
value of money has involved the over-statement of profits and 
the taxation as income of what is in reality partly income and 
partly capital, but that the solutions proposed are impracticable, 
—— and fraught with danger for the future. What 
can we do 
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EXPERIENCE IN OTHER COUNTRIES. 


If we turn to the experience of other countries we find 
that the problem has been tackled vigorously but not upon 
lines which help us here. In France, Belgium, and other 
countries where there has been public recognition of a 
catastrophic fall in the value of money, it has been necessary 
to carry through that recognition by exchange depreciation, 
revision of contracts and by a revaluation of assets in terms of 
new price levels or of new currencies. There is no intention 
in this country to allow inflation to go to these lengths, or to 
recognize the fall in the value of money by such wholesale 
revision of contracts. In this respect Britain’s position is 
closer to that of the United States where the same problems 
of taxation and capital replacement are under consideration, 
but where no recognition of the fall in the value of money by 
revising contracts arises. 


A PRACTICABLE SOLUTION. 


These considerations lead us to conclude that our present 
problems arising from the War and post-war inflation are best 
dealt with by special ad hoc measures which do not involve a 
fundamental alteration of the principles of commercial account- 
ing or taxation. We do not expect prices to fall again, and we 
do not want the action taken in the tax field to involve a 
widespread re-opening of contractual relationships. 

An ad hoc solution designed to deal with the depreciation 
of fixed assets could take the form of a special allowance for 
each of the next few years on the assumption that the inflation- 
ary rise in prices is virtually at an end. That allowance should 
be simple and should avoid all attempt at precision, because, 
as we have seen, precision is logically unattainable. A very 
rough measure of the under-allowance which has been made 
in past years, and which continues to be made in the income 
tax assessments, is contained in the written down value of 
rem and buildings as at the beginning of the year 1945/46. 

econstruction at inflated cost has been going on for a long 
time, but most of it has taken place since the end of the War, 
so that the figures at 31st March, 1945, will represent assets 
constructed or purchased before the main rise in prices. If in 
each of the tax assessments from 1949/50 onwards a fixed 
allowance is made equal to the wear and tear allowance given 
for 1945/46 there will be a double allowance in respect of old 
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assets. The two allowances will be (a) the allowance given in 
the ordinary wear and tear calculations, and (6) this special 
additional allowance which would be kept outside the normal 
calculations and not deducted from the written down value of 
the plant and machinery for future wear and tear allowance. 
If replacement costs are roughly double what they were on 
the average up to March, 1945, the extra allowance, by 
providing a second allowance in respect of old assets, gives a 
faic measure of relief. Put another way, if the wear and tear 
allowance in 1945/46 amounted to £10,000, then, regardless 
of what is allowed in the ordinary wear and tear figures, a 
special deduction of £10,000 will be made in the assessment 
of profits for 1949/50 and for each subsequent year until it is 
felt that, with a fair run of steady prices for several years, the 
balance of under-allowance for the old years has been made 
good. In practice this extra allowance would have to be given 
by a provision in the Finance Act each year until it is finally 
withdrawn. 

Another method would be to add to the written down 
value of the plant and buildings upon which wear and tear is 
allowed in 1949/50 the whole written down value of all plant 
and buildings on which allowance was given in 1945/46. 
Again, there is a double allowance based upon original cost 
instead of an attempt to compute replacement cost. This 
method has the merit that once the extra figures have been 
included in the running totals upon which the annual wear 
and tear allowances are calculated no further statutory provision 
would be required, but there may be complications in dealing 
with the adjustments to be made in the allowances when the 
old plant is ultimately scrapped. This second method has, 
however, the added advantage that it would encourage the 
revaluation of plant by the owners of the business in order 
that the provisions for depreciation in their own books can 
be increased to figures nearer to what they ought to be on the 
basis of replacement costs. 


GENERAL REDUCTION IN THE TAXATION OF INDUSTRY. 


We have seen that, except for the indirect relief which 
would be afforded by a special allowance for the replacement 
of fixed assets, we must look to reductions in general taxa- 
tion for relief in respect of the inflation of working capital. 
There are, of course, many urgent claims for tax relief at the 
present time, but the claim of industry is that not only are 
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tax rates terribly high, but the measure of income for tax 
purposes includes a large chunk of capital because of the 
method of computing depreciation allowances and stock 
values. The effective rate of tax on real income, as an economist 
would compute it, is much higher than the legal rates of profits 
tax and income tax. 


Tue Prorits Tax. 


Nobody has ever given a clear and convincing reason for 
the singling out of one form of income and its subjection to a 
special form of taxation from which all other forms of income 
are exempt. Such a reason has never been given because it 
does not exist. None of the arguments in favour of an excess 
profits tax in war-time have the slightest relevance to the 
profits tax in peace-time. The excess profits tax applied to 
the excess over certain standards of profit, and much of the 
excess was known to be due to abnormal war conditions. But 
the profits tax applies to the whole profit. Unlike income tax, 
the profits tax cannot be deducted from dividends, and there- 
fore the proportion appropriate to profits distributed to 
preference shareholders has to be paid out of undistributed 
profits, or be made good by reducing the rate of ordinary 
dividend. At the present time, when so much depends upon 
enterprise, it is almost incredible that income from enterprise 
should be more heavily taxed than any other form of income. 
There should be no question of fiddling about to trim bits 
off the profits tax and altering its incidence; it is in every 
way a thoroughly bad tax, and should be abolished. 

We are left with the income tax, which, like the poor, will 
be with us always. In so far as the tax paid is deducted from 
dividends, it becomes ultimately a tax graduated according 
to the total income of the taxpayer. The case for a reduction 
of the income tax on personal incomes, however strong, is not 
our concern here. We are, however, very much concerned 
with the incidence of income tax on undistributed profits. 


TAXATION OF UNDISTRIBUTED PROFITS. 


Here again it has to be remembered that because the 
income tax assessment of profits is so much greater than real 
profits during and immediately following an inflationary rise 
of prices, the real rate of income tax is more than g/- in the £. 
Whatever the merits of a special relief from taxation for 
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undistributed profits in normal years, and there are arguments 
both for and against, the case for relief at the present time is 
unanswerable. It is interesting to note that undistributed 
profits of large corporations in the United States bear total 
taxation of about 7/6 in the £ against both the income tax 
at 9/- and the profits tax of to per cent. in Britain. Smaller 
concerns in the United States pay a lower rate. The direct 
comparison is between 7/6 in U.S.A. with a total rate which 
is not less than 10/-— in Britain and which, according to the 
incidence of profit tax in respect of preference capital, may be 
much higher. It is easy to criticize British industry for being 
less progressive and less productive than American industry, 
but, having regard to the burdens it has to carry in the form 
of taxation on both capital and income (in addition to the dis- 
couragement, by trade union restrictions, of capital develop- 
ments to reduce costs) the wonder is that British industry has 
shown so much vitality. 

If there is to be a lowering of the income tax rate on 
undistributed profits, this relief should not be subject to the 
condition that the profits so relieved of taxation should be 
invested in some specially designated securities, or should be 
spent on fixed assets. As we have seen, working capital in all 
its forms is absorbing resources, and it is just as important 
that some concerns should maintain the full range of products 
which they sell—perhaps overseas—as that others should 
renew their plant. Capital is also absorbed by allowing the 
same length of credit to customers for the same quantity of 
products but at the increased prices. All this is well understood 
by those who have to see that somehow or other the money 
must be found if the scale of business is not to be reduced. 
It is important, therefore, not to particularize or differentiate 
in favour of those forms of capital which are more easily 
recognized. All that is necessary is to see that that part of the 
profits of any year which goes in dividends bears the full rate, 
and that which does not receives the special relief. Tags are 
unnecessary and undesirable. 


OBSOLETE TAXATION CODE. 


When these reliefs are given we are still left with many 
anomalies and hardships due to the obsolescence of the rules 
governing the taxation of profits. 

It is not possible here to do more than illustrate one or 
two of the faults of a law which is for the most part over a 
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hundred years old, and which has been subjected to piecemeal 
amendment ever since, but to no comprehensive reform. 

It is a recognized principle that if a tax burden fits squarely 
and neatly it will feel smaller than if it fits badly. Indeed, it 
can be demonstrated that for the same amount of revenue 
the tax that fits badly involves a heavier burden than one that 
fits well. Yet in Britain we have not yet reached the point of 
taxing as the profits of each year the actual profits of that 
year. Having started with a system of averages—the average 
profits of a number of years being taken as the measure of 
the income of the year of assessment—we still have a system 
in which the profits of one period is taken as the measuring 
rod of the income of another period. In a new business the 
profits of year 1 are taken as the measure of the income of 
year 1 and of year 2; the profits of year 2 are the measure 
for year 3, but for years 2 and 3 the actual profits can be 
substituted. For years 4 onwards the profits of the year before 
the year of assessment are taken as the measure of the income 
of the year until the last year, which is based on the actual 
profits made in the year with an option to the Inland Revenue 
to increase the profits of the penultimate year to the actual 
year. No depreciation is allowed in arriving at profits, but a 
wear and tear allowance is given—not as a deduction in arriving 
at the profits for the basis year but in arriving at the net assess- 
ment for the year of assessment. No allowance is made for 
the depreciation of office buildings, patents, leasehold premises, 
or in respect of many other assets for which allowance must 
be made in the taxpayer’s own books. 

There are many other similar anomalies, including some 
relating to partnerships and the division of tax assessments 
between partners, which have given rise to great abuse and 
avoidance of tax on the one hand, and to great hardship on 
the other. The whole subject is so anomalous that it is one 
of the richest mines in which lawyers can dig, and it is proving 
one of the few mines which has inexhaustible reserves. What 
does get exhausted is the army of first-class men whose brain- 

wer and lives are wasted upon this sterile and unnecessary 
abour. 

Most of the income tax law of today is contained in the 
Income Tax Act, 1918, and in over thirty Finance Acts since, 
and the whole subject is cluttered up with an incredible amount 
of unnecessary complication. A completely simple income tax 
in a complicated world is an impossibility, but that is no 
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reason why Britain should have the most archaic and illogical 
system in the whole world. The administrative arrangements, 
which provide for a separate assessment for each separate 
item of income according to its nature and the place where it 
arises, involve a multiplicity of assessment and cross-reference 
all over the country and open a wide door to error and mis- 
understanding on a big scale. In other countries there is one 
assessment, and one only, for each taxpayer. 


EARLIER ATTEMPTS AT REFORM. 


Some reforms were introduced following the report of 
the Royal Commission on the Income Tax in 1920, but 
unfortunately a misunderstanding on the possibility of basing 
assessments upon actual income led to the recommendation 
and adoption of our present system of assessment upon the 
basis of the preceding year, with all the complications and 
adjustments which it involves. Only in Britain could a learned 
body declare that the assessment of the actual profits made 
each year is impracticable, when, in fact, every other country 
in the world assesses actual profits instead of having one year’s 
profits as the basis of another year. The refusal to allow 
depreciation on leases, on the ground that lessor and lessee 
would adjust the tax burden between them in fixing the lease 
premium and the rent, could just pass muster when income 
tax was 4/- in the £; it is nonsense when one taxpayer pays 
at 19/6 in the £. 

The job of clearing up this mess and producing a reasonable 
and modern tax law for this country will have to be tackled 
some day, and the sooner it is done the better. What has to be 
avoided is a blunder such as that which was made in setting 
up the Codification Committee in 1927. This Committee, 
which was composed of most able and eminent lawyers and 
other distinguished persons, was told to codify and simplify 
the law without altering its incidence. As codification and 
simplification were inconsistent the Committee adopted 
codification as its task. They took no less than nine years to 
ena what must be one of the worst reports ever to come 
rom so many competent individuals. The fault was in the 
terms of reference. The report, which cost many thousands 
of hours of some of the best brains in Britain, and hundreds 
of thousands of hours of the time of officials,. was firmly and 
finally shelved within twelve months of publication. 











COMPLETE REVISION OF TAXATION CopE NEEDED. 


This time there should be reform on bold lines—not 
codification of a mass of old, obsolete and inconsistent laws. 
Such a reform, coupled with tax reliefs on the lines which we 
have been discussing, could make a real contribution to the 
rehabilitation of British industry by restoring some of the 
incentive to improvement and some of the finance for improve- 
ment, which years of over-taxation has been sapping away. 

For many years British industry has suffered heavier 
taxation than that imposed upon industry in any other country 
in the world, and because of the disgraceful muddle of our 
obsolete taxation code that heavy burden has been very badly 
fitted to the shoulders of those who have to bear it. We can 
be proud of a fine team of loyal and hard-working civil servants 
in the Inland Revenue, but we can only be ashamed of the 
taxation laws they have to administer. It is very easy for 
Cabinet Ministers to tell industry to re-equip itself with 
modern machinery and to point to the greater productivity 
per worker in the United States. But the amount of capital 
per worker is much greater in the United States than it is in 
this country and unquestionably this is the main cause of the 
difference in productivity. Advice from our friends overseas 
can be helpful, but neither this advice nor sermons on pro- 
ductivity from the Treasury can achieve the smallest fraction 
of what could be achieved by a restoration of incentives to 
work, and by reduction and reform of taxation. We can, 
no doubt, go on for a long time yet with our high rates of tax 
and our bad tax laws, but unless this reform is taken in hand 
as a matter of great national urgency British industry has 
little hope of competing successfully with industry in other 
countries which do not impose such heavy handicaps. 


S. P. CHAMBERS 


London. 
November, 1948. 
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The Economic Position of Switzerland 
By Professor William E. Rappard 


ITH her population of somewhat less than 4,300,000 
W inhabitanss, Switzerland is one of the smallest nations 

of Europe. Furthermore, deprived as she is by nature 
of almost all natural resources and without direct access to 
the sea, she might well be one of the poorest. 

As a matter of fact, her standard of living is probably 
the highest in Europe today. Her foreign trade per capita 
exceeds that of all other states. Her currency, unprotected 
by any measures of exchange control, is at a premium every- 
where, even in respect to the almighty American dollar. 

Such a paradox imperatively calls for an explanation. As 
it obviously represents a triumph of man over nature, the 
lessons it teaches may well be of some interest to the world 
atlarge. That is, I take it, why Switzerland has been privileged 
to make known her case in these pages, as a rule devoted to 
the discussion of topics and issues which by far overshadow 


her own importance. 
K * * 


The facts of Switzerland’s natural poverty are as well 
known as are those of her social prosperity. They need, there- 
fore, not long detain us here. In order to ascertain these facts 
and to illustrate their importance, one has but to analyse the 
structure of the national trade balance. This approach would 
seem to be the most natural and the most promising. It is 
dictated both by the absence of any available production 
statistics and, as will presently become manifest, by the very 
nature of the Swiss economy. The following table shows the 
respective values of Switzerland’s imports and exports in the 
last pre-war-year and in 1946 and 1947: 








Excess of 
Imports Exports _ Imports over 
Exports 
1938 1,607 1,317 290 
1946 3,423 2,676 747 
1947 4,820 3,268 1,552? 





1 These figures, and all those contained in the other tables, when not otherwise 
specified, relate to millions of Swiss francs. The official rate of exchange is 17-35 francs 
to the pound sterling. The market rate, however, at which pound notes can be freely 
bought and sold on all Swiss exchanges, is between 10 and 11 francs. In order to appreciate 
the significance of the value figures quoted in this study, the British reader may, therefore, 
divide them by about ten in order to transform the Swiss francs into British pounds. 
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It will be noted that these are very considerable sums for 
a country whose population is appreciably less than 10 per 
cent. that of the United Kingdom. What is much more 
enlightening, however, is the composition of these imports 
and exports, as shown in the following table : 





FOoDSsTUFFS Raw MATERIALS MANUFACTURED Goops 


| Imports Exports | Imports Exports Imports Exports 





1938 446 79 570 86 591 | 1,152 
1946 | 1,024 89 | 1,400 116 | 999 2,470 
1947 | 1,425 75 | 1,591 119 1,804 | 3,073 





Nothing could more clearly illustrate the fundamental 
character of the Swiss economy. It is that of a country which, 
in view of the poverty of its own soil and subsoil, depends 
for its very existence on imported foodstuffs and raw materials 
and which is obliged and enabled to purchase them by export- 
ing the fruits of its own industrial efforts. 


Presented in the order of their respective import value in 
1947, the following are the foodstuffs for which we are most 
tributary to the rest of the world: 


FOODSTUFFS IMPORTED IN 1946 and 1947 


1946 1947 

Cereal products (wheat, rye, oats, barley, 
maize, flour) .. a ~s ‘ 222 310 
Sugar ee os és ea a 78 146 
Wines et ea - on — 155 93 
Fresh butter es o% os ss 8 88 
Eggs ee es es ee es 53 56 
Coffee we ‘ a a as 40 37 
Frozen meat ~ an is eal 1 33 
Potatoes .. ea “a ~ ee 19 32 
Malt ‘is — - ‘a a 19 30 
Sea fish a ‘i iia oi ja 16 26 
Cocoa beans on ea on - 19 25 
Chocolate .. oo - +“ i 8 25 
Hogs ee “ ee os - 3 23 


Edible oils .. ll 21 
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In spite of very active and not unsuccessful efforts to 
develop her own agricultural production, pursued for over a 
generation and especially since the last World War, Switzer- 
land, as this table shows, is very far from being self-support- 
ing. This is so, for obvious climatic reasons, in respect of 
commodities such as sugar, sea fish and cocoa beans. But it 
is so also for grain, wine and even for dairy products. In 
spite of heavy subsidies and tariff protection, the quality of 
the soil and especially the density of the population are such 
that very extensive imports of food remain a condition of 
survival. 


Our dependence upon external sources of supply is 
equally striking as regards fuel and industrial raw materials, 
as is shown by the following table : 


RAW MATERIALS IMPORTED IN 1947 


METALS TEXTILE TRADES 
Iron ‘iis aa am .. 386 Raw wool os - -- 109 
Non-ferrous metals .. << ae Raw cotton a6 es as 95 
Precious metals. . aa aia 9 Raw silk. . me pee ie 19 
a Rubber .. - ie <a 12 
Total jhe oo SS Other raw materials .. ne 27 
Total wit co 

OTHER INDUSTRIES FUEL 

Chemicals ¥s ay ee 60 Coal ‘a ae in dan 
Tobacco. . a os ee 54 Liquid fuels .. oe « i 
Paper .. aa - ‘cs 50 Lubricating oils si wk 19 
Timber .. es = es 41 —_—— 
Building materials es ‘ia 24 Total at — ae 
Leather .. wn 7 sa 21 — 


Total or -. 250 


a 2 


All the leading Swiss industries have been built up on 
the basis of imported raw materials. Moreover, none of them, 
in spite of the highly developed hydraulic power, could operate 
A _ were denied the fuel which is drawn exclusively from 
abroad. 


Having thus noted the entire dependence of our economy 
on imported foodstuffs and raw materials, let us examine 
whence they are imported : 











CHIEF SOURCES OF SUPPLY IN 1947 





! 











| ! 
Total  Foodst Raw Manufactured 
teperts | TOO ceases Goods 
United States . 1,032 313 287 432 
France .. ee as 459 43 146 270 
Belgium, Luxembourg 428 11 287 130 
United Kingdom 323 19 52 251 
eer 321 118 40 162 
Argentine... 276 225 35 16 
Czechoslovakia 261 80 58 124 
Holland 164 53 42 69 
Denmark 150 136 7 7 
Germany 133 6 40 87 
Sweden.. 133 5 68 59 





The British reader will doubtless note with more interest 
than surprise that the composition of our imports from the 
United Kingdom is very different from that of our imports 
from most other countries. That is naturally due to the fact 
that the economic structure of Switzerland and the United 
Kingdom, far from being complementary, is on the contrary 


very similar. 


The following table shows from which countries Switzer- 
land has, in 1947, drawn its most vitally needed imports : 


WHEAT 
UBA. «- 7 66 
Argentine 46 
Total 

MAIzE 
Argentine os 43 
if 2 ae m 21 
Total 

FLour 
TSA. « - ae 48 
Total 

POTATOES 

Holland .. a6 ae 16 
Denmark ‘ 8 
Total 

SuGAR 
Czechoslovakia . . 42 
USA. «- “A 40 
Cuba .. a 22 
United Kingdom 17 
Holland .. os ; 12 
Total 





115 


67 


48 


32 


137 


Brazil 


Argentine 


U.S.A. .. 


Denmark 


Holland . . 


Poland . 


Denmark 


Argentine 
U.S.A. .. 


Italy 


France .. 


Portugal 


Algeria . 


Spain 


FROZEN MEaT 


Eccs 


FRESH BUTTER 


14 
° 14 
Total 33 


30 
6 
5 


‘ 4 
Total 56 


51 
20 
P 14 
Total 88 


36 
17 
1l 
10 


‘ 6 
Total 94 
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Egypt .. “a a 31 U.S.A. .. a ws 76 
Peru... a “ 22 Poland .. _ 51 
Brazil .. i as 13 Belgium, Luxembourg. . 33 
Indies .. ‘aa o 5 France .. - 29 
Use. «. a nis im P - Total 202 
fe) 
Raw Woo. Holland . _ —— 
Australia ee 16 Czechoslovakia . aS 10 
Argentine - 7 Poland .. .. .. 10 
United Kingdom 5 France .. x4 = 5 
ma 6S Total 48 
Pic-IRON AND STEEL 
Belgium, seer 19 Motor O1 
Holland . os ll Iran a nie oe 4 
Total 39 Guiana .. ee ee 3 
CopPER Total 9 
U.S.A. .. 27 LUBRICATING OIL 
— Luxembourg. . 7 U.S.A. .. oe 16 
Chile - 6 United Kingdom 2 
Total 44 Total 20 


Our exports present a more striking contrast to our 
imports as regards the commodities shipped than as to the 
relative importance of our trade partners. The figures in the 
first table on page 22 illustrate the first of these points. 
Whereas manufactured goods represent only a little over a third 
of Switzerland’s imports, they constitute over nine-tenths, or 
practically the whole, of her export trade. The relative 
importance of the principal exporting industries is shown in 
the following table : 


PRINCIPAL EXPORTS IN 1938, 1946 and 1947 
1938 1946 1947 


Watches and parts... os 241 605 769 
Machinery “ i“ - 238 457 626 
Chemicals os os +e 199 411 569 
Silk oe os we we 57 287 327 
Cotton .. ee 115 110 213 
Instruments and | apparatus es 57 115 168 


Switzerland’s principal foreign markets in the same years 
are listed in the following table : 
PRINCIPAL FOREIGN CUSTOMERS 
1938 1946 


1947 
U.S.A. ‘a 91 453 395 
Belgium, Luxembourg. es 42 266 307 
France .. : ae 121 282 298 
Sweden ais ma = 41 237 218 
Italy .. - el <i 91 156 210 
Argentine an aa 36 97 175 
Czechoslovakia - - 44 89 159 
Holland - vs 62 105 153 
Brazil .. a = 17 88 140 


United Kingdom “e +“ 150 63 117 
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The change in the relative importance of Switzerland’s 
foreign markets, as it appears in this table, is, of course, the 
direct consequence of the Second World War. In 1938, 
Germany (206) was by far our best customer, the United 
Kingdom, France, Italy and the United States following in 
that order. Today, the United States has risen from the 
fifth to the first place, Belgium from the seventh to the second, 
France and Italy have kept their respective third and fourth 
places, while the United Kingdom has fallen from the second 
to the tenth place. This revolutionary change is all the more 
deplored in Switzerland as the United Kingdom was formerly 
the only Great Power which regularly offered us the advantages 
of a favourable balance of trade. It is due, of course, not only 
to the lessened purchasing power of Britain, but especially 
also to her radically altered trade policy. If, in spite of the 
present excess of exports over imports which characterizes 
Britain’s trade with Switzerland, the pound sterling remains 
at a heavy discount, that is due to Switzerland’s creditor 
position with respect to other parts of the sterling area. Thus, 
in 1947, exports to the Union of South Africa amounted to 
72:2 million francs, which exceeded imports from the Union 
by over 60 millions. With Australia, Switzerland’s trade 
balance was slightly adverse, but there was a very large export 
surplus in trade with India and New Zealand. 

I sincerely apologize for the very tiresome presentation of 
the above statistics. They were intended, and I trust they may 
suffice, to show the general character of Switzerland’s foreign 
trade today. At the same time the careful reader will have no 
difficulty in deducing from them a clear idea of the general 
structure of the economy of the country. As all our figures 
confirm, it is that of a highly industrialized community, whose 
indispensable imports of foodstuffs and raw materials are to a 
large extent paid for by manufactured goods. 

This fundamental fact is also illustrated and corroborated 
by the occupational composition of the Swiss population. 
In 1941, according to the latest census, 43-5 per cent. of those 
gainfully employed were engaged in industrial pursuits, 
20°8 per cent. in agriculture, 10 per cent. in commerce, 
7°5 per cent. as domestic and other servants, 7-4 as public 
officials and employees, and 4-3 per cent. in the hotel industry. 

The large adverse balance of trade, when considered in 
the light of the stability of the national currency, attests 
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Switzerland’s position as a creditor country. Since the chronic 
deficits in her trade balance have not only not led to a depletion 
of gold reserves of the bank of issue, but have on the contrary 
coincided with their increase, it is obvious that those deficits 
are compensated by very important invisible exports. 

The following table shows how extraordinarily sound has 
been the position of the Swiss franc, in spite of an increase 
in the note circulation to more than double that for 1938 : 








Annual | Gold Holdings Banknotes Percentage of the 

Average of the Swiss in Note Circulation 

National Bank Circulation Covered by Gold 
1938 2,848 1,554 183 
1939 2,530 1,802 140 
1940 2,145 2,802 103 
1941 2,347 2,108 111 
1942 3,391 2,251 151 
1943 3,774 2,647 143 
1944 4,384 3,025 145 
1945 4,691 3,518 133 
1946 4,818 3,633 133 
1947 5,130 3,941 130 


1948 (Oct. 7th) 5,753 4,256 135 





Of Switzerland’s invisible exports, foreign tourists’ expen- 
diture in what an Englishman has called Europe’s playground 
is the most conspicuous, but perhaps not the most important. 
It is in fact less considerable than is generally supposed 
abroad. This is due to two circumstances. On the one hand, 
the numbers and especially the spending capacity of foreign 
tourists have been much reduced. The collapse of Germany, 
Austria and Italy, the impoverishment of France and Great 
Britain and the consequent exchange rates and restrictions 
as well as the shortage of transport facilities from overseas, 
have all contributed to limit the numbers and especially to 
reduce the open-handedness of foreign visitors. On the other 
hand, the Swiss themselves, who have always been indefatigable 
travellers, have never flocked abroad in such numbers as 
since the enhanced post-war purchasing power of their cur- 
rency has allowed them to do so more freely than heretofore. 

According to the available statistics, the Swiss tourist 
traffic, which has never fully recovered from the effects of the 
great depression after 1929, would seem to have been slightly 
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more prosperous in 1947 than it was in 1938. The following 
figures show that this was due to the increase not of foreign 
but of domestic tourists. It therefore does not affect the 


balance of payments : 


NIGHTS SPENT IN SWISS HOTELS BY THE PERMANENT RESIDENTS 
OF THE FOLLOWING COUNTRIES 
(In thousands) 





a se yay France Holland | Belgium | U.S.A.| Total 





1938 8,364 | 2,128 | 1,651 | 939 992 | 38 304 15,971 
1946 | 14,862 | 1114 | 435 1,125 421 873 952 20,938 
1947 14,756 2,994 491 | 1,226 403 1,173 575 23,205 





What Swiss hotels have today gained in Swiss, French 
and Belgian customers, when compared with their already 
much impoverished condition in 1938, they have lost in 
German and Austrian guests. As for the particularly popular 
British tourists, their reduced individual spending capacity is 
more than compensated in Swiss eyes, if not for Swiss purses, 
by their again increasing numbers. 

In spite of the countervailing factor of Swiss travellers’ 
expenditures abroad, there is no doubt that the tourist traffic 
does on balance constitute for Switzerland one of the elements 
of her invisible exports. In this connection it must be noted 
that the sums spent on watches and other commodities by 
foreign tourists during their stay in the country is perhaps not 
less important than their hotel and other travelling expenses. 
Of course, statistical estimates of these sums are as unreliable 
as are those which might be presented concerning goods 
smuggled in and out of Switzerland. 

However one may estimate the annual net gains which 
accrue to us from total tourist expenditure, they are certainly 
not sufficient to make up for the deficit in the balance of 
trade. This, we have seen, in 1947 reached the exceptionally 
high and indeed somewhat alarming figure of 1,552 million 
francs. Tourist expenditure has never been deemed superior 
to a third of that amount. 

There remains, therefore, at least one billion francs of 
other invisible exports to be accounted for, if we are to admit 
that Switzerland’s balance of payments has not become 
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adverse. That is so large a sum for so small a country that 
one cannot but wonder whether the continued influx of gold 
and the unshaken stability of the Swiss franc are not due to 
other causes. 

Doubtless Switzerland has long been a creditor country 
whose income from investments abroad has allowed and 
indeed obliged her to import more commodities than she 
exports. Doubtless also she has long enjoyed substantial 
profits from her foreign insurance and banking business, from 
royalties and patents. Doubtless there have always been some 
remittances from her emigrants in neighbouring and overseas 
countries. Doubtless, to be complete, she has always exported 
some quantities of her relatively abundant hydraulic power 
and received some small payments from abroad in respect 
of international institutions established on her territory. 

However, an entirely unprecedented trade deficit of over 
1,500 million francs, representing an excess of imports over 
exports of nearly 50 per cent. of the latter, seems to call for 
some other explanation. The deficit, it will be noticed, is due 
exclusively to an increase of imports. In fact, in no preceding 
year, except during the equally abnormal post-war period of 
1919 and 1920, had Switzerland’s exports exceeded 3,000 
million francs, as they did in 1947. As compared with the 
already very large imports of 1946, those of 1947 were as 
560 to 100 in fuel, 485 to 100 in manufactured goods, 280 to 100 
in raw materials and 180 to 100 in foodstuffs. That obviously 
points to a replenishment of depleted stocks during a period of 
rising prices and increasing international tension. 

As for the more puzzling increase of gold reserves and 
appreciation of the Swiss franc at a time of exceptionally heavy 
commodity imports, their cause, I believe, cannot lie merely 
with an increase of normal invisible exports. They would 
seem to point to a repatriation of Swiss capital holdings from 
abroad, to a transfer to Switzerland of foreign investments and 
to a flight of hot money to a neutral market at a time of fiscal 
pressure and political anxiety. Without such factors, of which 
various symptoms may be observed in present-day Switzerland 
quite irrespective of an analysis of her balance of payments, 
her present economic and financial position would appear quite 
incomprehensible. 

As such phenomena are anything but indicative of true 
prosperity, the Swiss position today, sound as it is in most 
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other respects, is not as unqualifiedly brilliant as it would 


otherwise appear. 
* ok 


After this summary sketch of Switzerland’s foreign trade 
and balance of international payments, we may now revert to 
the fundamental question posed on the first of these pages. 
Why is this naturally poor country socially prosperous? In 
other words, why and how do the people of Switzerland succeed 
in purchasing abroad the foodstuffs and raw materials which 
are denied them at home and without which they could neither 
subsist nor produce ? 

The answer which will doubtless first suggest itself to the 
mind of the reader in Great Britain is both true and insufficient. 
It is not surprising, it will be said, that Switzerland, having 
been spared the horrors and devastations, the material and 
human losses of two World Wars in one generation, is better 
off than her belligerent neighbours, of whom some, by their 

licies, threatened, and others, by their heroism, saved her 
independence. 

e explanation is so obvious that it really needs no 
elaboration. Although the War has ruined most of our best 
customers, it has also paralysed some of our most efficient 
competitors. The loss of markets is, for a period at least, 
more than compensated by an enhanced competitive position. 

However true and indeed trite this explanation, it is none 
the less insufficient. First, it fails to account for Switzerland's 
pre-war prosperity, hardly less striking than is her present 
prosperity. And secondly, it fails to account for her privileged 
position today when compared with that of other neutral 
countries. Why, for instance, can Switzerland do without 
Marshall aid, whereas Sweden, with infinitely greater natural 
resources, with an at least equally active and well-trained 
population and with certainly no heavier expenditure for 
military defence, cannot ? 

Having devoted an appreciable part of my life work to 
the study of the economic history of my country, I should be 
the last to minimize the influence of her traditional neutrality 
on her material welfare. But I would not limit this influence 
to the most recent period. Indeed, I believe that it was the 
Thirty Years’ War, in the first half of the Seventeenth Century, 
which laid the foundations of her present welfare. That she 
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should then have refused to let herself be drawn into a struggle 
which was waged all round her frontiers for issues which 
deeply divided her own people within is at least as remarkable 
as her escape from the two recent conflagrations. And that 
she should have succeeded in then developing her export 
industries in the midst of the surrounding devastation is 
perhaps not surprising, but surely very significant. Thus, 
ever since the days of the Reformation, when the French and 
Italian victims of religious intolerance brought to their Helvetic 
land of refuge their industrial experience, their commercial 
connections and their creative ardour, throughout the wars of 
the Seventeenth, Eighteenth and Nineteenth Centuries, political 
factors have never ceased to promote the economic develop- 
ment of Switzerland. Relative peace within and almost 
complete freedom from invasion from without, in the heart of a 
continent periodically upset by internal revolutions and ravaged 
by destructive wars, such are, as I see it, the fundamental 
conditions, if not the sole causes, of Swiss prosperity. 

To them, at the risk of seeming paradoxical, I should add, 
as a stimulating factor, the very obstacles which nature and 
also history have ever laid in the path of Switzerland’s 
manufacturers and exporters, the true artisans of her prosperity. 
Not, to be sure, as a demonstration but merely as an indication 
of what I mean, I may be allowed to quote a typically defiant 
and triumphant statement made by one of Switzerland's 
leading businessmen over a century ago. At a time when the 
cotton, silk, woollen, chemical and mechanical industries of 
the country were already suffering from a lack of domestic raw 
materials, when coal, of which there was none, was beginning 
to displace the plentiful waterfalls as a source of motive power, 
when, as now, Switzerland had no direct access to the sea, 
when railways had not yet cheapened land transport, and 
when, finally, the protectionist fervour of the surrounding 
countries was barring all Swiss exports from their traditional 
markets, J. C. Zellweger, of Trogen in Appenzell, declared, 
in 1825, in a speech before an audience ot omen patriots : 

“ Now that—thank God—all our neighbours have 
closed their frontiers to our manufactures, our merchants 
have been obliged to broaden their vision. One finds 
their sons in Egypt and in Persia, at Astrakhan, Moscow, 

Petersburg, in England, in New York, Rio de Janeiro and 

Havana... Our direct connections with the vast countries 





32 


of North and South America are already so developed 

that the reduction of our exports to Europe hardly 

touches us.” 

Something of the adventurous and tenacious spirit of 
economic conquest expressed in that statement of over a 
century ago has, I believe, survived the prosperity it has 
undoubtedly engendered in Switzerland. Is it too bold to 
suggest that it is characteristic of a race of hardy mountaineers 
who, in their secular struggle for life in difficult surroundings, 
have ever been both inspired and stimulated by the exalting 
grandeur and by the challenging asperities and sterilities of 
their Alpine homeland ? 

The traditional Swiss love of freedom and of individual 
independence and the consequent aversion to all too rigid 
schemes of authoritarian state planning spring, I believe, 
from the same source. To be sure, Switzerland has not 
remained untouched by the general evolution which has led 
all contemporary democracies more and more to restrict the 
freedom of the individual in the interests of social security. 
Nor can she hope altogether to escape the inevitably crippling 
effects of that evolution. Still, it would seem as if, in the 
struggle between liberty and equality which is going on all 
over the world, liberty were holding her own more successfully 
at the foot of the Alps than in most if not all other Euro 
states. In the sphere of economic policy, this makes for a 
larger measure of liberalism and for a stronger opposition to 
state control. Moreover, how could a small country, in the 
heart of the continent, successfully direct the economic 
activities of its individual members when its prosperity 
depended essentially on its foreign trade? Any Government 
can control, that is, as a rule, hamper more than stimulate, 
the national production of its citizens at home. But no Govern- 
ment can hope to conquer and to defend their markets abroad. 
Whatever its ambitions, it can determine neither the tastes 
and preferences of foreign consumers, nor the costs and prices 
of foreign competitors. 

What it can do is to offer the youth of the country the 
best and cheapest possible opportunities of general education 
and technical training. It is in this form of Government 
activity, liberal in its inspiration and emancipating in its effects, 
that Switzerland may perhaps have excelled in the past. 
The very handsome public tribute recently paid by the 
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President of the British Association for the Advancement of 
Science to the Federal Polytechnical School at Zurich 
struck me as very significant in this connection.' 

A pacific national destiny in the midst of a belligerent 
international community; hostile internal and _ external 
circumstances, constantly stimulating the energies of a hard- 
working, adventurous and tenacious people; liberal policies 
and institutions favouring and promoting the competitive 
efforts of a free nation in a plan-ridden world ; such, as I see 
it, is in the main the explanation of the Swiss paradox of an 
exceptionally prosperous people in exceptionally unfavourable 


natural surroundings. 
* * * 


The reader who has had the patience to follow me thus 
far will have no difficulty in understanding the attitude of 
Switzerland toward the various post-war international 
institutions. 

Her love of peace and her sense of human solidarity have 
combined to make her eager to contribute, in the very limited 
measure of her own importance, to all endeavours tending to 
promote effective international co-operation. Hence her 
efforts in the field of the Red Cross and other humanitarian 
enterprises. Hence her very liberal international credit policies. 
Hence her ready, if not over-confident, co-operation in all 
the non-political post-war organizations, such as the I.L.O., 
the F.A.O., the I.R.O., the W.H.O., and the U.N.E.S.C.O. 
Hence also her acceptance of the jurisdiction of the Court of 
International Justice. 

On the other hand, Switzerland’s fervent attachment to 
her century-old neutrality, as well as her love of national 
independence, have prevented her from joining the United 
Nations and from adhering to the Bretton Woods agreements. 

In the case of the European economic organization set 
up in pursuance of the suggestions of Secretary of State 
Marshall and in that of the International Trade Organization, 
Switzerland has felt both attracted and inhibited. She has 
joined the former while reserving her politically neutral status 
and retaining her suspicions of paralysing economic planning. 
She has so far refrained from adhering to the latter because, 
in spite of her sympathies for freer international trade, she is 





1 The broadcast edition of Sir Henry Tizard’s address was published in The Listener 
for 9th September, 1948. 
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uneasy about the implications of the World Trade Charter. 
In the laborious drafting of this very complex and ambiguous 
document, economic nationalism seems to her to have 
dangerously stifled the liberal inspirations and generous 
impulses of its original authors. 

Of the questions raised by Switzerland’s attitude towards 
these various international organizations, the one which 
presents the most immediate interest is that concerning the 
so-called Marshall Plan. As her stand in this matter seems to 
have given rise to some misunderstanding abroad, I propose 
to conclude this hasty study by a brief reference to it. 

The Swiss Government so heartily welcomed Mr. 
Marshall’s suggestion of June, 1947, and Mr. Bevin’s prompt 
response to it that they did not even wait for the Franco- 
British invitation publicly to express their wish to co-operate 
in Europe’s economic recovery. In spite of the hostility of 
the Soviets and notwithstanding Switzerland’s resolute will 
not to be forced into an anti-communist Western bloc, the 
Swiss Government has adhered to the sixteen state agreement 
and the Swiss Parliament has just almost unanimously 
approved its action. 

In so doing, Switzerland is actuated by a twofold motive, 
that of international solidarity and that of national self-interest. 
In so far, her case is identical with that of the other participating 
countries. It differs only in the relative importance attached 
to each of these two aims. Whereas for all her partners, with 
the possible exception of Portugal, U.S. aid is the end and 
European co-operation the means, Switzerland seeks and 
expects no assistance from the American taxpayer. Con- 
sequently, while she is prepared and indeed eager to do her 
small part in the restoration of a prosperous Western Europe, 
she is equally anxious thereby to jeopardize neither her 
economic and political relations with the East nor especially 
her internal financial and social position. 

What in fact can be the nature of her contribution? By 
producing and exporting more commodities than ever before, 
by opening her markets as widely as possible to the exports of 
all nations, not excluding those which severely restrict their 
imports from her, and by granting extensive financial facilities 
to those which cannot meet their past liabilities and /or seek new 
credits, Switzerland, quite apart from her charitable efforts, 
has already been doing her utmost to promote the rehabilitation 
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of all the victims of the War. What more can reasonably be 
expected of her? 

That she curtail her production and export of so-called 
non-essential goods, and thereby create unemployment and 
social unrest at home? That she make still larger grants to 
insolvent customers, at the risk of upsetting her own financial 
stability? That she increase her exports of hydraulic power, 
of which she has too little to satisfy her own industrial needs ? 
That she control and restrict her system of free enterprise, 
to which she owes and attributes her prosperity, in order to 
emulate her less fortunate partners and conform to some 
rigidly enforced scheme of national or international planning ? 

t she join an imaginary European customs or monetary 
union, and thereby ruin her own public finances without in 
any way restoring those of her infinitely larger neighbours ? 
The establishment of such unions may well be the legitimate 
long-term objective of a federated Europe. To set them up 
tomorrow, on the most unstable foundations of the chaotic 
conditions prevailing today, would be a disaster of the first 
magnitude if it were not an obvious impossibility. 

But what, then, can be Switzerland’s contribution to the 
realization of the Marshall Plan? The question was carefully 
considered by our Foreign Minister, M. Petitpierre, in his 
speech of October 5th, 1948, before the Swiss National Council. 
Urging the adherence of his country to the convention on 
European economic co-operation, he declared : 

“ Switzerland already enjoys the economic and 
financial conditions which her partners are to realize 
with the assistance of the United States of America. 
The machine of Swiss production is functioning normally, 
our federal budget is balanced, our franc is a strong and 
stable currency and it is, as the dollar, freely convertible. 
Our customs tariff is one of the lowest and our com- 
mercial policy is as liberal as circumstances allow. 
Furthermore, we have not sought for the financial 
assistance of the United States. . . . What then can be our 
contribution to European economic co-operation ? ”’ 

_ Having explained that this contribution could not con- 
sist in the granting of further financial assistance, which would 
but impair the stability of the Swiss currency without profit 
for anyone, he sought to answer his question as follows : 

“* Although our contribution cannot be financial, we 
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shall endeavour, with the other participating states, to 
discover solutions to the general problems of the economic 
reconstruction of Europe. This 1s no easy task, as Europe 
today has neither economic nor political unity and as 
therefore her rehabilitation depends above all on the 
national efforts which each participating state is to under- 
take with the help of the United States.” 

This can hardly be called a very constructive proposal. 
Indeed it is not possible to construe these words as expressing 
more than a general sense of European solidarity and of 
sincere goodwill. But it would seem still more difficult to 
suggest any other policy for a nation as small as the Swiss 
and one which owes so little to nature and so much to the 
labours of its sons. 

Is not the best service such a nation can render the cause 
of European reconstruction—and incidentally that of democ- 
racy and political freedom—to continue, humbly but stead- 
fastly, to produce more than it consumes, to balance its budget, 
to protect the stability of its currency, to maintain social peace 
within and to develop active and mutually beneficial trade 
relations with its neighbours ? 

It would be odious folly and intolerable complacency for 
little Switzerland to look upon herself as a model. But would 
it not be still more unworthy if, in the present European 
crisis, she were to turn her back upon the modest virtues and 
traditions to which she owes her survival throughout the 
centuries? By overrating her own importance and her own 
resources, or by seeking to make her economy conform to the 
pattern set by her plan-ridden neighbours, she would assuredly 
not rise above, but might well fall below, her past achievements. 


WiuLiiaM E. Rapparp. 
Geneva. 
October, 1948. 
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Industrial Productivity ' 
By S. R. Dennison 


N a momentary burst of frankness, the Economic Survey 

for 1947 admitted ignorance of how prcductivity in 

manufacturing industry had been changing, and confessed 
that “the absence of precise facts on this vital question 
seriously hinders remedial action.’”” Hence the Government 
would consult with “the representative organizations of 
industry ’’ in an attempt to establish the facts. A year later, 
the Survey for 1948 is silent on this matter, and there are no 
visible signs of any increase in knowledge in the intervening 
twelve months. Yet “ the absence of precise facts on this 
vital question ’’ is no deterrent to the formulation of a series 
of programmes, and to the operation of policies designed to 
put them into effect. If the assumptions about productivity 
(for they are no more than assumptions) prove to be wrong, 
then the programmes will be ill-founded; if the diagnosis is 
faulty, then the policies will be inappropriate. In fact, 
unexpected changes in productivity are among the most 
important elements which frustrate the efforts of the planners 
and make nonsense of so many of their programmes, and 
confusion of thought on this question is one factor contributing 
to the misdirection and waste of resources which is one of the 
distinguishing marks of our present economic situation. 


PRODUCTIVITY BEFORE AND AFTER THE WAR 


The attempts which have been made to compare conditions 
now with those before the War usually conclude that there 
has been a fall in industrial output per worker.2 Thus, Mr. 
Reddaway, in carrying the London and Cambridge Economic 
Service Index of Industrial Production back to 1935, says 


1 Based on a paper read at the British Association for the Advancement of Science, 
September, 1948. 

* Official information is confined to what is thrown out in Ministerial statements, and 
is usually vague and often meaningless. Thus, a recent example, Sir Stafford Cripps is 
quoted as having said in Belfast on 11th August, 1948, that “ last autumn we had, broadly 
speaking, reached about the same level of productivity as before the war, taking into 
account the technical experiences and improvements of war production.” (Manchester 
Guardian, 12th August, 1948). The Memorandum on European Co-operation (Cmd. 7545) 
has now, however, more specifically stated that by the middle of 1948 “ output per head 
in manufacturing industry had fully recovered to the pre-war level.” 
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that “‘ the best estimate seems to be that output per worker 
fell by something of the order of 5 per cent. between 1935 
and 1947,’ though he rightly warns us of the hazardous 
basis of the comparison. For other countries, the Economic 
Commission for Europe, using the crude method of com- 
paring indices of industrial production with indices of 
employment, but with other supporting evidence, finds that 
“ productivity per man in European industry was definitely 
below the pre-war level in 1947." However uncertain the 
statistical measurements, this seems to accord with general 
experience and common observation. 

The important feature, however, is not the precise 
amount of any change, but that, to quote the authors of the 
London and Cambridge Economic Service Index of Industrial 
Production, “‘ we can no longer rely on further help from the 
favourable factors which have been raising output ‘ auto- 
matically ’.’’* The rise in productivity between the Wars, as 
in other periods, was not, however, so automatic as all that 
(the authors do put the word in inverted commas). There 
may have been some favourable factors which gave us unsought 
benefits. But a great deal of hard work, ingenuity, and enter- 
prise also went to produce that pre-war annual 3 per cent. rise 
in industrial productivity which was regarded by some writers 
as almost a natural phenomenon.‘ It is perhaps paradoxical 
that many of these same writers were also actively pointing out 
that British industry was ill-organized, technically backward, 
lacked initiative and enterprise, could not invest enough to 
regain competitive strength—in fact, like the British economy 
generally, was in an awful mess. Perhaps, however, the paradox 
is resolved when we recall their glowing picture of how 
productivity would increase, of how far we should surpass the 
“mere continuation of pre-war trends,’’ once we had full 
employment and a bit of planning. We have got full employment 





1 London and Cambridge Economic Service Bulletin, Vol. XXVI, May, 1948, p. 52. 
It is, of course, doubtful whether an index of industrial production can have much meaning 
when the composition of production has drastically changed. 


2 A Survey of the Economic Situation and Prospects of Europe, pp. 28-30. 
* Article in The Times, 18th February, 1948. 


*I quote this estimate of 3 per cent. (from Mr. Kaldor’s Appendix C to Lord 
Beveridge’s Full Employment in a Free Society) solely for purposes of illustration. It should 
be treated with great reserve. A simple average can, of course, give no indication of the 
complexity of the changes. For some indication of the kind of movements which occur, 
see G. J. Stigler Trends in Output and Employment, a short monograph dealing with the 
United States 1899-1939. 
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and plenty of attempted planning, but what has happened to 
productivity ? Obviously we have to enquire further. 


COMPARISONS BETWEEN BRITAIN AND THE UNITED STATES 


In observing the decrease in productivity in European 
industry, the Economic Commission for Europe makes the 
inevitable comparison, and points out that productivity per 
man in United States manufacturing industry in the first half 
of 1947 was 27 per cent. greater than in 1938. No doubt more 
light will be thrown on this divergent experience by the 
investigations of the Joint Anglo-American Council on Produc- 
tivity, and it is not intended to pursue the subject in detail here. 
But it was comparison of relative efficiencies which started 
the discussion in Britain, and it still plays a big part. There 
was first the work of the statisticians, using Census of 
Production data; then in 1944 there was the Platt Mission 
to study the United States cotton industry; and by 1946-47 
the various Working Parties were either sending missions to 
the United States or at least studying the statistics. The 
emphasis was at first on output per man-hour, a concept which 
dominates the Platt Report. It was not until later that there 
was a shift to output per man-year, the concept used by the 
Economic Survey for 1947, no doubt in the realization that 
an increase in P.M.H. could be more than offset by a reduction 
in working hours, with a resulting deterioration in the general 
situation. When they speak of “‘ productivity,’ the Economic 
Commission for Europe mean average output per worker over 
the year (or for the first half of 1947). But the pre-war 3 per 
cent. increase per annum is output per man-hour. The two 
concepts have, of course, somewhat different significance ; 
one relates to aggregate output, the other may, on occasion, be 
the more relevant to costs. In some contexts, it is important 
to keep clearly in mind which of the two is being used. 

Output per worker, whether per hour or per year, is not, 
however, by any means the whole story in productive efficiency; 
that it is often regarded as such, among those who ought to 
know better as well as in popular discussion, is one of our 
misfortunes. 

The Platt Mission was not the first body to note that 
P.M.H. is greater in the U.S. than in the Lancashire cotton 
industry ; attention was first drawn to the fact (though the 
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disparity was then less marked) in a comparative study of the 
1830’s' when, however, its significance was correctly explained. 
Output per man-hour is a very poor guide to efficiency in 
cotton manufacture, and a corrective to the Platt Report was 
provided by the Working Party. The Working Party on Woo! 
(whose approach to the problems of the industry is in refreshing 
contrast to that adopted by many of the other Working Parties) 
was also clear that physical output per worker employed is a 
measure which must be used with caution; the disparity 
between productivity so measured in the United States and 
that in Britain “ does not necessarily reflect differences in 
efficiency,”” and when all the factors are taken into account, 
“American cloth is not only of inferior quality [to British] 
but more expensive to manufacture.” Some of the Working 
Parties suffer from a certain schizophrenia. For example, the 
Working Party on Boots and Shoes dutifully records the 
statistics, which show that in the United States the output 
per worker, measured in standard statistical shoes, was (in 
1935) twice that in Britain; it lists a variety of reasons why 
this could be so, but none of them seems to be urged with 
much conviction. Yet when the real questions of the future 
of the industry have to be faced, it is not from the United 
States that strong competition is expected—though it is 
thought that in some branches the American industry may 
catch up with the British. 

Difference in wage-levels is one obvious reason for the 
inadequacy of output per worker as a measure of competitive 
strength. Here it is tempting to follow the argument of some 
of the Working Parties that if only output per worker in 
Britain could be raised to American levels, then wage-differ- 
ences between the countries could be lessened ; there is also 
the cruder argument, that competitive strength ought not to 
rest on lower wage standards than those in other countries. 
To the crude form, it can only be replied that to seek for this 
kind of equality of wage-levels is virtually to deny all the 
advantages of international trade, and is on a par with the 
argument (with which it is at times associated, though in the 
high-wage country) that tariffs should be adjusted to offset 
differences in labour costs. The more sophisticated form 
neglects the core of the problem—that labour is only one of 





1 James Montgomery, A Practical Detail of the Cotton Manufacture of the United States 
of America . . . contrasted and compared with that of Great Britain with comparative 
estimates of the cost of manufacturing in both countries, Glasgow, 1840. 
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the factors of production working in combination with others, 
that the economic process depends (or used to depend) upon 
an equilibrium of costs and prices in which the cost of labour 
is only one element. 

The following argument will be simplified by reducing it 
to terms of only two factors of production, capital equipment 
and labour.’ 

It will be immediately obvious that if production results 
from the combination of two factors, then to measure changes 
in efficiency by comparing changes in the total output with 
changes in only one of the factors will give a misleading result. 
Thus, output may increase with a constant labour force because 
more capital is being used; then output per worker will 
increase, but this is not necessarily evidence of an equivalent 
increase in efficiency, for output per unit of capital, and of the 
two factors in combination, may increase less markedly, or 
even decrease. This can be illustrated by some examples of 
broad movements in the United States during the period 
1904-1937." In the manufacture of tobacco products, output 
per worker increased by 445 per cent., but output per unit 
of capital by only 100 per cent.; an “ index of efficiency” 
taking account of both factors showed an increase of 175 - 
cent. In petroleum and coal products, although ou 
worker increased (by 239 per cent.), output per unit po pe 
decreased (by 45 per cent.), the combined index showing a 
relatively small increase (of 39 per cent.). Finally, in forest 
products, a small increase of only 6 per cent. in output per 





? What must, I think, be the nadir of the so-called New Economics (though it is 
difficult to be sure) comes in Steindl’s Small and Big Business. In attempting to compare 
the relative efficiencies of different sizes of firm, Mr. Steindl asserts that the cost of their 
capital should be ignored. It is not merely that cost of capital is difficult (“* hopeless ”’) 
to measure, but that it is “ nonsensical" to take it into account. Only full quotation can 
do justice: “Since the advent of Lord Keynes’ General Theory most economists have 
come to agree that neither the rate of interest nor the rate of profit have anything to do 
with scarcity of capital . . . Moreover, in our existing system (in normal peace-time) there 
is no scarcity of capital ; in fact, it is a problem to find sufficient opportunities for investment, 
and any additional opportunity for making use of capital is a welcome contribution to the 
problem of increasing employment. If more capital per unit of production is used, that 
does not use up any resources which would otherwise “ used elsewhere ; it only increases 
employment..." Why stop at capital? Exactly the same could be (and often has been) 
said about labour ; ; On certain simplifying assumptions about homogeneity and —— 
there is no opportunity-cost in employing additional workers when there is less than full 
employment. On Mr. Steindl’s kind of reasoning, there are in fact no costs, and his whole 
investigation of relative efficiencies is meaningless. He points out that “ it might well be 
different in a community, organized on a basis of socialist planning, which is poor in 
equipment’; so, after all, perhaps capital costs must be considered to be of significance 
in contemporary Britain. 


? Stigler, op. cit. p. 52. 
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worker was accompanied by a decrease in output per unit of 
capital of 42 per cent., the combined index declining by 18 
per cent. 

When we pass, as we must, to take account of the relative 
scarcities of the factors, then the only valid criterion is one of 
costs, which reflect the relative scarcity of the two factors; 
and use of the measure of output per worker is a poor sub- 
stitute. There is, however, this much to be said, that it is the 
more accurate as a measure the greater the proportion of labour 
to the other factors; thus, for example, it is a better measure 
for the coal industry than for the cotton industry. It is never 
more than a first indicator, however, and must be supple- 
mented by specific enquiry why it should have changed as it has. 


CAUSES OF CHANGES IN PRODUCTIVITY 


Before considering factors which may cause output per 
worker to change, some reference must be made to the mis- 
leading results which can emerge from imperfect statistics. 
The usual measure of output per worker derived from dividing 
total output by the numbers employed can suffer from the 
fact that neither of these key quantities can be measured 
accurately. Output may change in quality, sufficiently to 
vitiate any comparisons. One outstanding example seems to 
be coal; “ saleable mined coal ’’ now includes a good deal of 
material which before 1939 would not have been classed as 
saleable, and the crude figures (which are all we have) thus 
overstate present output as compared with that before the 
War. On the other hand, the output of the cotton industry 
may now be understated because of some increase in the 

roportion of finer qualities; but this cannot be measured. 
The problems of allowing for changes in the quality of that 
highly elusive concept “ total industrial output’ appear to 
be insuperable. 

In measuring employment, there is the possibility that 
some of the persons returned as employed may in fact be doing 
very little work. It seems certain that in past months there 
has been a good deal of hoarding of labour (as of other 
resources) against the time when it is hoped that it can be 
fully used ; this is a familiar phenomenon in a system which 
has many shortages but few incentives to economy. It is 
probable that some of the decline in output per head in certain 
sections of the cotton industry is attributable to this cause, 
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which could equally account for any increase in output per 
head in coming months. 

Suppose, however, that these statistical imperfections are 
absent, and that we find that output per worker in a given 
industry has increased, then four possibilities can be considered. 

First, there is the simple possibility that the workers are 
working more intensively (to give an increase in P.M.H.) or 
longer hours (to give an increase in output per man-year), or 
perhaps both. Here we have a real increase in productivity, 
which would be reflected in an increase in output per unit of 
capital, which will also be used more intensively. Whether 
or not the increase represents an improvement in welfare is 
another matter; in the extreme case the harder work and 
longer hours may exhaust the strength of the workers and the 
rise in productivity be a sign of retrogression and not of 
progress—there was certainly some of this during the War. 
And even in more moderate forms, there is the indubitable 
fact that people are having to work harder. 

This factor of intensity of work has been put first because 
it seems to be the key element, certainly in the short run, and 
perhaps in the long run. A striking example is given by the 
Working Party on the Heavy Clothing Industry. In com- 
paring the British industry with that in the United States (in 
which, incidentally, Census of Production data as used by 
Dr. Rostas are shown greatly to overstate the superiority of 
the industry in the United States), the Working Party concluded 
that the chief cause of greater productivity in the United 
States was the greater incentives, with the use of suitable 
piece-work payments.’ Apart from this one element, in many 
sections the British industry had “little or nothing to learn.” 
The remarks of the Working Party on conditions in the 
British industry are also illuminating—“ If the incentive is 
found, the factory can be condemned by factory inspectors 
and production engineers and still set up production records 
pr with the incentive absent, all else can be present without 
effect.” 

Secondly, the composition and quality of the labour force 
may have changed. This is a matter which is usually com- 
pletely neglected in the statistics, and it is well to remember 
that the “worker” and the “ man-hour”’ are statistical 





1 This is also singled out as of special importance by the Working Party on Boots 
and Shoes. 
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abstractions, that there is, in fact, no satisfactory measurement 
of a unit of labour, any more than there is of a unit of capital. 
The obvious changes, which are at times taken into account 
by the use of rough conversion factors, are those of age- and 
sex-composition. There are, however, others more subtle and 
less measurable, yet of importance for economic progress ; 
such are improved physiques and greater skill. These various 
changes can undoubtedly have an important influence on 
productivity, though (apart from the effect of major changes 
in the general level of employment on the composition of the 
labour force actually at work) they are unlikely to be important 
except over fairly long periods of time. It is, however, necessary 
to exercise care, for one industry may be able to push up 
productivity by acquiring a labour force | + nga, skilled, 
young and energetic, at the cost of falling prcductivity 
elsewhere. 

Thirdly, an increase in output per worker can result from 
an increase in the amount of capital employed. Here we have 
to distinguish two cases. One is where an invention, the 
application of improved technique, or a cheapening of capital 
has changed the optimum combination of factors. Here the 
gain in prcductivity is real. The other is where labour has 
become more expensive (or less efficient) and here there is no 
gain; if we measured productivity per unit of capital we 
would find a decrease, and the combination of factors will be 
less preductive than that formerly existing. I suggest, and 
shall examine later, that some of the re-equipment of British 
industry which is now being urged comes under this second 
head. 

Finally, there may be improvement in organization, 
whereby both labour and capital are used more effectively. 
This again is a real gain. 

Now, of course, all these elements may be active at the 
same time; and they may be pulling in opposite directions. 
An example where most factors seem to have helped to give 
an increase in output per worker since 1938 is British agricul- 
ture ; increase in the quantity, and change in the character, of 

roduction has certainly meant a lot of hard work and long 
on ; standards of farming have probably improved ; some 
of the large investment of capital has certainly been on the 
basis of improved technique. On the other hand, much of the 
capital investment has been of our second type, and some 
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agricultural economists hold the view that there has been very 
little, if any, real increase in productivity. This, of course, 
is a case which is seriously complicated by the importance of 
another factor of production, land (and its associated weather). 
In coal-mining, there seems to be a presumption that the fall 
in productivity is mainly the result of a reduction in the amount 
of work, both in intensity of effort during the shift and in the 
number of shifts worked. Something must be attributed to the 
changed composition of the labour force, but on the other 
hand there has been an appreciable increase in the amount of 
capital. To take very recent changes, in 1947 the output per 
worker (of “‘ saleable mined coal’) over the year was about 
one per cent. greater than in 1946. But this was the result of 
a complex of forces; for a greater increase in average output 
per man-shift over the year (4 per cent. overall) was largely 
offset by reduced hours for part of the year; or to put it the 
other way round, as the National Coal Board does, “The loss 
of the Saturday shift during five-day week working in the 
summer was almost exactly offset during the year as a whole 
by better attendance and greater productivity—the latter due 
partly to greater effort and partly to technical improvements 


and re-organization.”’ We have Sir Charles Reid’s testimony 
of the disappointing results of mechanization, and of the gap 
between actual and possible output from the pits as they are 
now manned and equipped. It is at least possible that output 
per unit of resources (not merely per worker) has been falling. 


Lasour AND Propuctivity SINCE THE WAR 


If output per worker in industry is now less than it was 
before the War, or if it fails to increase as rapidly as is desirable, 
it is not for want of exhortation. Not only can the need for 
more and more prcduction be met only by an increase in 
productivity, but by now everybody ought to know it. Even 
in the best of worlds, however, exhortation by itself may not 
be enough ; when it is accompanied by circumstances which 
provide the maximum incentive to do otherwise, we ought not 
to be surprised if the results are meagre. 

For the first cause of low productivity, and its failure to 
increase, I suggest that we should consider the crude possibility 
that people are not working as hard as they used to. We have 


* Annual Report for 1947, p. 121. 











46 


the undisputed fact that the average working week is now 
shorter (by about 2} per cent.) than it was before the War ; 
thus output per man-year will be lower unless there is a 
compensating increase in output per man-hour, and there is 
very little evidence to suggest that there has been this compen- 
sating increase. Now, of course, it is possible to hold that 
the reason for this is not reduced effort by the worker, but a 
deterioration of capital and organization; but there is too 
much evidence the other way. 

It is a well-known fact that the output of an individual 
works can vary markedly for no apparent reason except a 
change in the working pace; this is true even when the pace 
seems to be largely set by the machinery, for the productive 
process can never be wholly mechanical and unvarying. 
Moreover, there is the undoubted fact of the enormous 
difference in output from one worker to another; in trades 
where there is a direct relation between output and effort, it 
is not uncommon for this difference (where it can be allowed) 
to be in the ratio of two to one in identical working conditions. 
It is thus not unreasonable to believe that an appreciable 
change in the average output per worker over the whole labour 
force could be the result of changes in intensity of work. We 
have the specific experience of those trades in which the output 
is closely related to the worker’s effort (e.g. coal and building), 
where the result is too clear to be disregarded. Those in close 
contact with industry seem to have little doubt that this 
experience is fairly general. That we can give good reasons 
why there should have been a reduction in effort is further 
evidence of the existence of the fact. There are the effects of 
the years of war, with their hard work and strain; perhaps 
some disillusionment about the fruits of victory; the lack of 
incentive in conditions of suppressed inflation; the effect of 
direct taxation on incentive ; the existence of a sellers’ market 
for labour. There may be others, and it is no exaggeration to 
say that almost everything except official exhortation is 
directed towards encouraging a slow working pace. 

If this diagnosis is at all correct, then it follows that the 
cure is to create conditions in which increased effort is 
encouraged and not discouraged. This is by no means easy, 
involving not merely measures of policy but also, to quote 
Sir Stafford Cripps, a change of “ our habits and outlook.” 
It may be that there are no solutions within the terms set by 
the Chancellor of the Exchequer, namely that “ our whole 





























47 


economic policy has changed,” and official opinion of the 
T.U.C. seems to share these doubts. But failing solutions, then 
all the efforts to raise productivity by other means will have 
little result ; at best we shall have to run as fast as we can in 
order to stay in the same place. 

There is not a great deal to say on the second element, 
the possible changed composition and quality of the labour 
force. Although this is a matter on which more light could 
be thrown by investigation, it seems improbable that on 
balance changes over the past few years are of major significance. 
Several factors might be expected to have contributed to a 
decline in productivity—some slight change in age-composition, 
a slightly higher proportion of women workers, some loss of 
skill in the war years, the high level of employment. But 
their effect is not always unambiguous, and there are offsetting 
factors: for instance, if there are more women at work there 
are fewer juveniles, and if some workers have lost old skills 
many have acquired new skills in the war years. But while it 
is unlikely that there is here any potent influence on productivity 
generally, the effect of a changed labour force may be of some 
importance for individual industries (e.g. coal-mining). Any 
possibilities of a general raising of the quality of the labour 
force is a long-run question. 


PROBLEMS OF CAPITAL EQUIPMENT AND MECHANIZATION 


Turning to the third element, we have to ask whether 
much is to be hoped from an increase in the amount of capital. 
Apart from the general marked partiality of planned economies 
for investment of all kinds, the desire for large-scale re-equip- 
ment seems to come partly from the belief that British industry 
was technically backward before the War, and partly from the 
mistaken diagnosis that our main problem now is that indicated 
by the Economic Survey for 1947, the so-called “ overall 
shortage of manpower,” with the too facile belief that the way 
to overcome such a shortage is to use more capital.’ On the 
first, I shall say nothing except that if British industry were 
obsolescent before 1939, it can be expected to be even more 
obsolescent now. The second brings us to the main issue, of 
asking in what circumstances substitution of capital for labour 





1 The extreme case of this, of course, is the argument sometimes advanced in support 
of a shorter working week, that the effect of a reduction in hours can be more than offset 
by increased mechanization. 
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brings a real economy. This involves taking into account the 
resources employed in creating the capital and then maintaining 
it. In a price system which reflects relative scarcities, the 
desirability of the individual project can be assessed by 
comparing prime costs when using the existing equipment 
with total costs under the new arrangement. Although the 
calculations must be subject to a margin of error, the principle 
is clear and the practice reasonably possible. Now, of course, 
it is immediately arguable that we have not got such a free 
price system. Quite so; but this is no reason for throwing 
to the winds such criteria as are still available, in favour of an 
arbitrary system of priorities seemingly founded upon a blend 
of high visions and hand-to-mouth expediency. 

The cotton industry is a striking example. On the 
basis of a comparison of existing costs with those which would 
obtain under certain favourable conditions of re-equipment, 
one-half of the Working Party decided (and, I consider, 
justly) that “‘ we have not yet reached the critical point which 
makes re-equipment imperative,” for the simple reason that 
the gains in efficiency and reduction in costs would be specu- 
lative and insignificant. It was further rightly pointed out 
that a rise in the cost of labour, or a reduction in the cost of 
capital, would modify this result. It was not, of course, 
urged that no re-equipment was desirable ; on the contrary, 
there was considerable room for innovation and mechanization. 
But it was argued that “ any policy of re-equipment must be 
highly selective,’ with each project considered carefully 
on its own merits of economy and efficiency, that wholesale 
re-equipment would not yield the gains expected by superficial 
observers, and would involve a waste and misdirection of 
capital which this country could ill afford. These general 
conclusions can be supplemented by one specific case; the 
Cotton Manufacturing Commission (set up on the recom- 
mendation of the Working Party to review wages and methods 
in weaving) takes as one of its assumptions “ that no sub- 
stantial increase in productivity can be expected during the 
next few years through the employment of automatic looms.” 
For one thing, in some sections of the trade, “ little, if any- 
thing "’ would be gained by their use—the existing Lancashire 
loom is better; this is to stress the need for selectivity. For 
another, the capital has first to be produced before it can be 





t Intcrim Report, February, 1948, p. 6. 
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used, and, apart from any question of costs, the present rate 
of production of automatic looms is such that, after making 
allowance for exports, it “‘ would be insufficient to re-equip 
the cotton industry within the present century.” In the 
result, the Government have given a general subsidy of 25 
per cent. for any re-equipment in spinning, with a condition 
which ensures that a bad subsidy will be made worse, namely 
the creation of larger units.’ 

The Working Party on Wool was as careful as the dissentient 
half of the Working Party on Cotton. They “ formed a 
favourable view of the general level of efficiency of the in- 
dustry,”’ pointed to the dangers of mass-production methods 
in reducing variety and quality, both of which must be pre- 
served (at least for the export market if not for the home con- 
sumer), and showed how conjectural would be the economies 
to be derived from such methods. They made no proposals 
for wholesale re-equipment, but were content to recommend, 
for example, that “‘ the precise economies resulting from the 
replacement of standard by automatic looms should be more 
fully investigated.” 

We can find other examples of the correct use of the cost 
criterion. The proposals for the iron and steel industry 
put forward by the British Iron and Steel Federation in 1945 
show the extent of new capital creation which is desirable on a 
comparison of existing prime with new total costs. The first 
of the Working Parties to report, that on Pottery, notes that 
in the manufacture of certain products new equipment may 
not be worthwhile in that the addition to capital costs may 
be sufficient to offset any saving in labour costs. The most 
recent Report, that on Jute, gives some calculations, and 
though savings are shown, it has no illusions about the extent 
of the gains to be derived; it resorts to a plea for protection 
as the only means of meeting Indian competition. 

In these various calculations, one element of the market 
mechanism which is distorted in a way which inflates any gain 
from re-equipment is the rate of interest. Three of the cases 
cited take a rate of 5 per cent. for their calculations; and in 
various schemes, such as that suggested by the other half of the 
Cotton Working Party, it is made clear that capital must 
be provided at “ the lowest possible rate of interest.” Now 
this is appreciably below the rate which we should take in 


2On this, see Report of the Working Party, Memorandum of Dissent, pp. 220-221. 
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calculating the relative scarcity of capital. Thus, projects which 
are now allowed to get capital at so-called market rates are 
given a hidden subsidy, so that any reductions in cost which 
do result from re-equipment are exaggerated. 

It is not unreasonable to expect that certain industries 
(e.g. coal, transport, iron and steel) will be given first claim 
on such capital as can be provided. And they will get it at 
“* the lowest possible rate of interest ’’—the “ hard core of the 
working capital and the advances for capital expenditure” 
required by the National Coal Board are to bear interest at the 
“ prevailing long-term rate,” which is said to be 2} per cent. 
for 1947 and 3 per cent. for 1948.’ As always with centrally- 
administered economies, instead of a careful husbanding of 
resources, to ensure that they are used only where there is a 
chance of real economy, there will be allocation in large blocks ; 
some — will be applied where it can give no return, while 
some of those who could have made good use of it will go 
short. A minor, though interesting, example comes from the 
Wool Working Party. Here physical limitations (such as the 
shortage of iron castings as well as the limited capacity for the 
manufacture of textile machinery) made the Working Party 
anxious lest the “ needs of the cotton industry’ should en- 
croach upon the supply of new equipment for the woollen 
industry. The Working Party on Cotton had, of course, got 
in first, and the subsidy been granted before the Report of the 
Working Party on Wool had been received. We should not 
lose sight of the possibility that some other claimant should 
come before either cotton or wool. Of course, in the industries 
where capital is lavishly applied, output per worker may go 
up; but there is little calculation of the cost, and the alter- 
natives which have been forgone may never be known. 


IMPROVEMENTS IN ORGANIZATION 


Improved organization now seems to have displaced 
mechanization as the official means of raising productivity— 
erhaps because it appears to make no demands on resources. 
hus, for example, the Minister of Supply is reported to have 
said recently that “‘ it is commonly found that a 20 to 30 per 
cent., and sometimes even greater, increase in output per man- 
hour is possible without any major re-equipment or mechaniza- 


2 Second Report from the Committee of Public Accounts, Session 1947-48. 
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tion” ; the Minister is only one among many official spokesmen 
of this view. Here, again, the official view is too naive. It 
seems to assume that there are a few simple tricks, which so 
far have escaped the notice of managers, but which, when once 
pointed out, can be rapidly adopted with unfailing results. 
In reality, of course, improved organization means raising the 
whole standard of management ; and though it would at any 
time be foolish to deny that there is room for improvement, 
and that some improvement can be effected by various educative 
devices, we ought not to expect too much in a short space of 
time. Observers of an industry are often impressed by the 
great difference in efficiency between different factories and 
firms (though often the differences are less than they appear 
at first sight), and it is at times suggested that a substantial 
improvement would result if the firms below the existing 
average could be brought up to that average. The Working 
Party on Wool remarks that the standard of the best firms is 
“ well worthy of emulation and if generally achieved would of 
itself produce a marked improvement of output.” The 
Economic Survey for 1948 states that “a levelling up of 
efficiency towards that achieved by the best firms ’”’ would help 
to give marked increases in output in the wool and cotton 
industries. It is presumed that this is meant to be a guide to 
policy, and not simply propounded as a truism. The same 
thing could be said of candidates for an examination ; and those 
of us who are teachers usually strive towards some such 
objective. But somehow or other we never seem to succeed, 
however hard we try. This is not a frivolous analogy ; it is 
meant to be completely serious, for the problem of organization 
is fundamentally the problem of human abilities. 

A universally high standard of efficiency demands a 
universally high standard of managerial ability, and in the 
nature of things that is hardly likely to be achieved, even in the 
long run. The most that can be expected in the short run is 
some extension of knowledge of the best practice, and it is here 
that there is scope for the activities of joint councils, technical 
advisors, industrial consultants, and the rest. It is doubtful 
whether these agencies can do much to give a significant 
increase in the efficiency of the best firms; but they may be 
able to bring the practices of the best firms to bear upon the 
least efficient, in so far as these practices can be applied under 
differing conditions. The less efficient will, however, never 
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be brought up to the standard of the best, unless indeed there 
is a transfer of the ability which makes the best what they are— 
and experience has demonstrated what ought not to cause 
surprise, that if this transfer occurs, then the best firms soon 
begin to deteriorate. Efficiency is not a matter of adopting a 
given set of administrative rules and productive arrangements 
which can be settled once and for all ; it can be achieved only 
by the constant application of high (and scarce) ability to 
problems and circumstances which are continuously changing. 
There is still more than this, however. Even where the 
possibility of improvement is obvious, and where the ability 
to put it into effect is present, there will usually be another 
condition—adaptability and mobility of the workers and their 
willingness to accept possibly drastic changes. Here we may 
glance at certain experiments in the cotton industry, 
popularized under the horrible name “ redeployment.” 'S 
striking are the possibilities that the President of the Board 
of Trade believes that, by this means, “ on a realistic estimate, 
20 per cent. more production can be got for the taking.” 
If this is true, then there is somewhere a singular dereliction of 
duty, for nobody seems to be doing the taking; the Economic 
Survey for 1948, for instance, in its targets of output and man- 
power for the industry, appears to assume no increase in 
productivity over the year. Perhaps it is even more realistic, 
on several counts, than the President of the Board of Trade. 
In truth, the situation is much more complex. The much- 
publicized Musgrave Mill experiment in carding gave, over the 
first half of 1947, an increase in output per man-hour of 39 per 
cent., with an increase in weekly earnings of 30 per cent., and a 
reduction of 10 per cent. in labour costs per unit of output. 
But this was achieved by a complete re-organization involving 
a drastic change of the wage system,*? a reduction in the 
number of workers, and a change in the character of some of the 
jobs with consequent change in the proportions of workers of 
different kinds of skill. And it is probable that more intensive 
effort is required from the worker than under the old system. 
The experiment has its interest ; but it was carried out under 
1 House of Commons, 12th April, 1948. 
* With some results which are “ not necessarily recommended for general adoption ” 
by the Cotton Board; e.g. higher earnings by unskilled cleaners than by skilled tenters. 


A wage system may be a major obstacle to re-organization; the Uniform List in cotton 
weaving is a case in point, for which see Interim Report of the Cotton Manufacturing 
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special conditions, and anyone with the least acquaintance with 
industrial arrangements is unlikely to be optimistic about the 
immediate prospects of extending such changes to a whole 
industry. Before that can happen, we need that complete 
change of habits and outlook so desired by the Chancellor of 
the Exchequer. For the moment, almost as these words are 
written, it is reported that a protest to the President of the 
Board of Trade against the substitution of ring for mule 
spindles in the re-equipment of cotton mills is to be made by 
the Operative Spinners’ Amalgamation. The substitution is 
stated to be a serious blow to the Lancashire industry, not only 
because it would mean a sacrifice of quality to quantity (which 
is doubtful), but also because it would mean the displacement 
of skilled workers by others less skilled, with the skilled workers 
having to seek work either abroad or in new occupations (not, 
be it noted, in ring spinning); to clinch the argument, it is 
stated that the less skilled workers are not in any case available, 
that sufficient cannot be found to man existing ring spindles. 

There was once a mechanism which used to stimulate the 
less efficient, and to ensure their replacement by the more 
efficient if they failed to respond; but that is now démodé. 
Although forecasts are hazardous, it may be that our American 
advisors will notice that there are certain differences between 
the way we run our economy and that adopted on their side 
of the Atlantic. To pursue this theme would take me far 
beyond the scope of the present discussion. Some reference 
must, however, be made to the effect of shortages of materials 
and components, of bottlenecks of all kinds, on efficiency. It is 
common experience that the irregular flow of materials makes 
virtually impossible the one kind of planning which gives 
results, planning of production in the factory. The energies of 
business men are directed towards persuading the controllers 
rather than towards efficient production. Resources are 
employed in dealing with the controls, or in getting round them, 
instead of in production ; the first results of the partial census 
of production of 1946 show that, for the twelve trades covered, 
there has been a significant increase since 1937 in the proportion 
of administrative, technical and clerical staffs to total employ- 
ment (from 12-9 per cent. to 15°7 per cent.). This alone 
could account for an appreciable drop in productivity per 
worker, as measured by output divided by number of persons 
employed. I shall not attempt to assess how far all this is 
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inherent in conditions of shortage, and how far it is the result 
of controls which slow up the whole tempo and exacerbate 
and prolong the shortages; I shall simply affirm that the 
view that everything results from absolute shortages is far too 
simple, that it is possible that the disadvantages of controls 
outweigh such benefits as they confer. 

If any general moral emerges from this complex picture 
(which, however, is far from doing justice to the complexity 
of the real thing), it is, I think, that the Minister or official 
who would set out to raise productivity and output has to tread 
a stony path; it will not be long before he has resort to the 
ultimate appeal for a change of heart. There are, in fact, no 
simple acts of policy which will solve our present difficulties. 
If productivity and output are to be raised, then the first need 
is for a good deal of hard work; there are no simple formule 
of technology or organization which can take its place. But 
that alone is not enough, and the second need is, I suggest, 
that policy should create conditions which not only give 
incentive instead of discouragement to work, but also allow 
work to be fruitful. Here, and not in tinkering with the 
organization and arrangements of this or that section of 
industry, is the proper realm of policy—and the only one where 
it can be effective and not self-frustrating. This is not to say 
that it is easy to create such conditions. Even a cursory glance 
at past history shows that there has never been a steady auto- 
matic rise in ss but that there have been periods of 
stagnation as well as of advance, and that advance depends 
upon a combination of favourable factors. Nor is there much 
chance that such a policy will be adopted in the near future, 
for it cannot be claimed that it is likely to satisfy the urges of 
either socialists or planners. So I return to my doubts about 
the prospects of rising productivity in conditions in which “ our 
whole economic policy has changed,” and suggest the final 
disturbing thought that we may be destined to continue in 
our present economic twilight for a long time to come. 


S. R. DENNISON. 
Cambridge. 


October, 1948. 
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IV—The Outlook for British 
Agriculture. 
By Keith A. H. Murray 


N the Introduction to this series of articles written over 
two years ago, it was claimed that only by a clear evaluation 
of the changes in the many varied factors, both internal 
and external, affecting the fortunes of British agriculture could 
a sound and consistent policy be established. The plea was 
made that long-term considerations should not be overlooked 
in the urgency of the current situation. Since that time the 
issues have become clearer and a definite course has been set 
by the Government’s agricultural policy. 

The Agriculture Act of 1947 gave substance to the policy 
announced at the end of 1945 promising guaranteed prices and 
assured markets for the principal products of British farming, 
two features of war-time policy which were to be continued. 
It is worth recalling the opening paragraph of the Act which 
described its provisions as designed for the purpose of 

“promoting and maintaining, by the provision of 

guaranteed prices and assured markets for the produce 

mentioned in the First Schedule to this Act [comprising 
about go per cent. of its gross output], a stable and efficient 
agricultural industry capable of producing such part of the 
nation’s food and other agricultural produce as in the 
national interest it is desirable to produce in the United 
Kingdom, and of producing it at minimum prices con- 
sistently with proper remuneration and living conditions 
for farmers and workers in agriculture and an adequate 
return on capital invested in the industry.” 
The Government have announced their target of an agricultural 
output by 1951-52 which would be 50 per cent. greater than 
in pre-war years and 20 per cent. greater than in 1946-47, an 
increase of £100 millions a year in terms of 1946-47 prices in 
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the return to British farming. The changes in terms of the 
output of different products are shown as follows :— 


PROPOSED PERCENTAGE CHANGE IN THE OUTPUT OF CROPS AND 
LIVESTOCK FOR 1951-52 COMPARED WITH : 














1936-39 1946-47 
Wheat oe ee es oe | + 60 + 35 
Barley oe ee oi ee +179 + 9 
Oats oe < x ee + 56 + 4 
Potatoes .. oe ee ee + 29 — 38 
Sugar Beet ae ‘s oe + 31 — 20 
Milk ee ee “* oe + 23 + 15 
Beef ee + 10 + 18 
Mutton and Lamb — 23 + 10 
Pigmeat oe ee — 8 +187 
Eggs ee oe ee oe + 52 + 95 
All products + 50 + 20 





Compared with 1946-47, the proposals indicate a relatively 
greater increase in the output of livestock products, primarily 
— and eggs, and of animal feeding stuffs and a relaxation 
rom the high output of energy crops such as potatoes and 
sugar necessitated by the siege conditions of war. It reveals, 
in fact, a move towards the pre-war pattern, but the comparison 
with 1936-39 shows that the proposals result in cereal produc- 
tion (mainly in substitution of previously imported livestock 
feeding stuffs) raised more than the average increase and 
livestock products, excepting eggs, less than the average. 
How far are we justified in attempting to rise above the 
austere levels of food consumption necessitated by the War 
and to return to the type of diet enjoyed in 1938-39? It is not 
the purpose of this article to discuss the moral issues but rather 
to indicate some of the economic problems involved. The 
success of the policy is not a foregone conclusion and it is well 
to realize in advance that the obstacles are very considerable. 


THE FuTURE OF OVERSEAS SUPPLIES 


The first factor which must be taken into consideration is 
the world’s food supply situation in general. 
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This setting of the problem has changed fundamentally 
since 1939. The food supply of this country is no longer 
dependent merely on our own production and our ability to 
pay for surpluses from the agricultural exporting countries. 
First, the war-time machinery for allocating and rationing 
supplies to allied countries according to their needs rather 
than to their purchasing power has almost disappeared but it 
has left its mark. Since 1945, no fewer than seven international 
organizations have been established which are directly con- 
cerned with the general production and distribution of the 
world’s available food. Secondly, the ability of other importing 
countries to buy food may be enhanced by international loans ; 
much will depend, for instance, on the willingness of the 
United States to finance the food purchases of different 
European countries. British demands will meet with stronger 
competition (particularly in the immediate future) on inter- 
national markets than before the War. 

At the present time, world food production is estimated 
to be about 13 per cent. below the pre-war level ; in contrast to 
this reduced level of food production, there has been an 
increase in the world’s population of some 200 millions in the 
intervening 10 years. There may, therefore, have been a 
deterioration of as much as 20 per cent. in the world’s per capita 
food supplies since 1938. Even in pre-war years, it is claimed, 
only a relatively small proportion—less than one-half of the 
world’s population of about 2,000 millions—had what nutri- 
tionists considered sufficient calories; an even smaller 
proportion had sufficient “ protective’ foods. It is now 
generally recognized that the alleged “ over-production ” in 
agriculture during the ‘thirties was more an inadequacy of 
consumers’ purchasing power than a physical excess of food 
beyond normal requirements. 

Such a picture of total food resources in relation to 
population oversimplifies the problem since it does not indicate 
the inequalities in the distribution of either. The following 
averages' for the different continents give a rough indication 
of these divergencies :— 


_* Compiled from The World’s Hunger by F. A. Pearson and F. A. Harper, Cornell 
University Press. 
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Percentage of | Percentage 
POPULATION total land deaum 
Region ——a—————= adapted to. | production 
Total (Percentage agricultural | fed to livestock 
Millions | oftotal production | in each region 
North America oe 184 8 22 25 
South America o- 89 3 9 16 
Oceania ee ee ll 1 2 36 
Europe - oo 575 27 35 17 
Africa ee oe 157 7 9 “ 
Asia .. ee ee 1,154 53 23 3 
TOTAL .. oo | &270 100 100 _ 





According to these estimates, Africa and Asia contain 60 per 
cent. of the world’s population but include only 32 per cent. 
of its agricultural land resources, whereas Oceania, with only 
I per cent. of the population has 2 per cent. of the agricultural 
land. The difference is reflected not so much in the amount of 
food consumed per capita—indeed the per capita consumption 
of food in Ibs. of dry matter varies less than 10 per cent. between 
the lowest and highest region—but in the kind of food. In 
Asia the bulk of the grain is consumed directly as grain by 
human beings and only 3 per cent. is fed to livestock ; whereas 
the United States normally feeds about 66 per cent. of its grain 
to livestock. 

The significance of these differences in the utilization of 
grain is very _— indeed, since only about 1 lb. of dry matter 
in the form of meat, milk and eggs is made available for human 
consumption for every 7 Ibs. of matter in the form of grain 
and other crops consumed by livestock which would otherwise 
be available for direct human consumption. Livestock, in so 
far as they are fed on grain and not on grass or by-products 
which are not directly consumable by human beings, are, 
therefore, “‘ wasteful” of food supplies.’ 

It follows, then, that where there is a relatively high 
consumption of livestock products, as in the United States, 
there is ample margin of safety to meet an increase in 
population, but in other areas, such as Asia, there is no such 
margin. To put it another way, the present world’s grain 





1 The relative efficiency of different kinds of livestock in converting | grain into livestock 





products varies greatly. The cow returns (as milk) about 20 per cent. of the calories 
absorbed as feeding stuffs, the pig 18 per cent., poultry (as eggs) 10 per cent., and fat cattle 
only 8 per cent. 
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output could maintain a population of almost 3,000 millions 
on Asiatic standards of food consumption and less than 1,000 
millions on North American standards. 

This general pressure on food supplies may also have some 
bearing on the future movements in our terms of trade.’ 
Recent trade returns indicate that the price of our imports in 
terms of our exports has moved against us to the extent of 
15 per cent. compared with before the War—a period which, 
however, could hardly be called normal since the prices of 
agricultural produce were unduly depressed in relation to the 
prices of other commodities. There has been some expectation 
of an improvement in this ratio but, if there is to be a prolonged 
period of stringency in food supplies relative to requirements, 
it would appear to be unwise to expect more than a temporary 
change in the terms of trade due to abnormally high yields 
or to short-term recessions and reductions in consumers’ 
purchasing power in overseas countries. 

If the world’s human population continues to increase at 
the rate of 20-25 millions, or just over I per cent., a year, can 
its food supplies, which are already inadequate, be increased 
at a comparable rate? Doubtless many of the causes of the 
present difficulties are the effects of war: physical damage, 
shortages of fertilizers and machinery, the displacement of 
populations, a lack of consumer goods and so on; these may 
reasonably be expected to disappear in a few years but there are 
other adverse factors which are likely to prove more stubborn. 
The first is the problem of soil erosion. Much has been written 
recently on this subject but there is as yet no widespread 
recognition of its grave importance for future generations ; 
nor is there sufficient urgency in such measures as have been 
undertaken to counteract it. 

Another obstacle to the greater production and wider 
distribution of food is the growth of nationalism and the desire 
for self-sufficiency. All round the world its effects are evident 
and it is unfortunately most rampant where the margin of 
food supplies is most precarious, such as the Middle and Far 
East. This desire for independence has already led in many 
countries to a fall in administrative standards and a retarding 
in the rate of technical progress. The new agencies such as the 
Food and Agriculture Organization have neither the experience 





* It is, of course, possible that the rising populations in countries such as India may 
have little effective demand. There might, therefore, be a reduction in the absolute 

world” prices of foodstuffs even though food shortages remain serious in some regions 
and our balance of payment difficulties persist. 
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nor the executive authority to be effective substitutes. Political 
unrest and instability have immediate repercussions not only 
on the level of output but also on the availability of agricultural 

luses for export to deficit areas. For example, the rice 
available for export from Burma, French Indo-China, Korea 
and Siam exceeded 7 million tons a year before the War but 
has now declined to just over 1 million tons. Many other 
instances could be quoted. Less direct, but equally effective, 
in achieving an all-round reduction in productivity is 
uneconomic industrial development; for instance, the 
Argentine Government’s wage policy designed to attract 
workers into new industries can only result in a drift of labour 
from the land and a fall in output of grain and meat. 

Adverse political factors are also forcing new production 
schemes to be undertaken in areas which are relatively costly 
to develop. Food production could still be expanded greatly 
in the temperate zones thus lessening the necessity for opening 
up less well-suited areas in the Tropics. So far as this country’s 
plans are concerned, there is some justification for the 
criticism that too many of the major schemes for increasing 
our own food supplies from overseas are being undertaken either 
in, or on the fringes of, those areas where the population is 
already increasing so rapidly in relation to agricultural resources 
that the output is likely to be required to meet local require- 
ments rather than export demands. There would appear to be a 
need for a co-ordinated plan for Empire development which 
takes into account this fundamental relationship between 
population and natural resources. It is difficult to account for 
the present concentration of effort in of Africa rather 
than in Australia or other parts of the Commonwealth. 

Finally, reference must be made to one further political 
factor which is militating against increased food production 
in some parts of the world, namely interference with the effect 
of prices on agricultural production. In the United States 
the American farmer received about $2-60 for a bushel of 
wheat in the autumn of 1947 as against a price of about 74 cents 
in 1939; the acreage of wheat had increased about 30 per cent. 
above the pre-war level. In contrast, the Argentine was 
selling wheat for export at about $5 a bushel and paying the 
farmer about $1-70, only about 25 per cent. above the pre-war 
price; the area of wheat was 22 per cent. below the pre-war 
level. Similarly, the full incentive to increased production 
entailed in current wheat prices is denied to the Canadian 
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farmer, where only a portion of the wheat price is paid to the 
farmer, a very considerable part being withheld for distribution 
as a bonus at five-yearly intervals. 

It is against a depressing world background of inadequate 
food supplies and adverse political factors that the agricultural 
policy of this country must be considered. 

The particular difficulties of this country are well known : 
the material obstacles to the re-conversion of industry on to a 
peace-time basis; the balance of payment problems—the 
sale of overseas investments and the increase in our external 
debt during and after the War has totalled over £5,000 millions, 
thus decreasing our ability to purchase food and raw materials 
from abroad; and the adverse change in our terms of trade. 
These and other relevant factors which postulate some increase 
in the output of home-grown foods have been outlined by 
Professor Nash in the April, 1948, issue of this REview. 

While there is general agreement that some increase is 
necessary, there still remain two possible sources of controversy. 
First, what lines of production are to be increased, and, 
secondly, what measures are necessary to achieve these targets ? 

If the premise is accepted that our economic position is 
weaker than before the War and that there has been a fall in 
the real national income, can we maintain our previous high 
standards of food consumption ? 


THE CONSUMER AND Foop PRICES 


Out of a total expenditure on goods and services of 
£7,421 millions in 1947, only £1,995 millions, or 27 per cent., 
were spent on food. Even in 1938, when food supplies were 
more readily available, the proportion was only 30 per cent. 
It might be argued that, the demand for food as a whole being 
fairly inelastic, a small drop in real incomes might not affect 
total food expenditure and that cuts would be more likely to 
occur in such items as tobacco, entertainment and alcohol, 
the expenditure on which totalled over £1,500 millions in 1947. 
A major reduction in real incomes, however, would probably 
be accompanied by a reduction in the total demand for food, 
though the latter would not be proportionate to it. On the 
other hand, factors such as a redistribution of incomes, the 
ep of family allowances, and welfare food schemes might 
offset to some extent a fall in incomes. 

So far as British agriculture is concerned, there are two 
factors to be remembered. First, that the types of food sold 
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off farms in this country, mainly livestock products, are what 
may be termed “ expensive” foods, so far as calories are 
concerned. The following table brings out this point :— 





RETAIL COST OF 2,500 CALORIES FROM DIFFERENT FOODS, 
AT 1938 PRICES' 


From d. From d. From d. 
Flour 3-5 Milk .. «- 22-6 Home-produced beef 29-1 
Oatmeal 6-3 Cheese. . -. 13°6 Imported beef oo 19 
Potatoes 9-3 Butter .. oo Sard Bacon o« «- 20-7 
Sugar 3-8 Margarine .. 5-0 Eggs an oo S38 





Any reduction in consumers’ purchasing power would, there- 
fore, make itself felt first in a fall in the demand for the dearer 
foods, assuming that other cheaper foods were available. 
Secondly, prices of home products are usually higher than their 
imported counterpart. At the present time farm prices in this 
country exceed f.o.b. prices by about 200 per cent. for beef, 
17 per cent. for milk (“fresh”’ compared with imported 
evaporated), 59 per cent. for eggs in shell, and 27 per cent. for 
bacon. If, therefore, the home-produced article is substituted 
for the imported, there will inevitably be a reduction in demand, 
unless the price to the consumer is artificially reduced. 

The present system of food subsidies is a strong support 
to the demand for British farm products. According to the 
most recent statements, food subsidies are running at the rate 
of £471-4 million a year.* Some increase in this figure may be 
expected as the result of recent contracts with overseas countries 
and of the rise in certain farm costs at home. Some 60 per cent. 
of the total is spent directly or indirectly in keeping down the 
prices to the consumer of livestock products. This is even 
more noticeable for home-grown foods; out of the £283-3 
millions of subsidies on these, over 80 per cent. goes to 
livestock products. 

The future of food subsidies is uncertain. From time 
to time, announcements have been made to the effect that any 
further increase in food prices must be borne by the consumer. 
Warning to this effect was given as early as April, 1946, at 
which time the subsidies were running at a mere £300 millions. 


1 Raeburn, J. R. The Food Economy of the United Kingdom in relation to International 
Balance of Payment Problems. Proceedings of the Agricultural Economics Society, 
Vol. VIII, No. 1, p. 38, 1948. 


2 Details are given in a table on page 86 in the Statistical Section. 
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Possibly it was hoped to find a way out by a fall in world prices 
but such hopes have little foundation in fact. This con- 
tinuously mounting bill is one of the most unhealthy features 
of our economic life today, and likely to become more so with 
the growth of other commitments such as the need for increased 
expenditure for armaments, for increased social services, for 
repayment of sterling balances now estimated at over £3,000 
millions and for the interest on loans the payment of which is 
due to begin in 1950. 

It is difficult to state with certainty what would be the 
effect of a reduction in subsidies ; much depends on the relative 
elasticities of demand for the different products. In some cases 
the increased prices might be met by the consumer but the 
higher prices indicated in the table would, with the present 
shortage of cheaper foods, almost certainly take some essential 
foods out of the reach of many consumers. No one could 
seriously advocate the sudden complete withdrawal of the 
subsidies, with either a consequent jump of possibly over 
20 per cent. in the cost to the consumer of the food items in 
the cost of living index, or a big drop in prices to the British 
farmer. But a start might be made with some commodities 
such as tea which is nutritionally unessential and for which 
less costly means could be found for ensuring supplies to 
certain consumers, such as those advanced in age, who would 
otherwise suffer particular hardship. Similarly, the subsidy 
on bacon, if removed, would have little effect on the weekly 
budgets of most households. Now that margarine, at od. per 
lb., is of such high quality and nutritionally equal to butter, 
would it be anti-social to suggest that butter be left to be 
purchased (still rationed, if necessary) by those who can afford, 
or are willing to pay, 2s. 74d. per lb. as against the subsidized 
price of 1s. 4d.? The total of these three subsidies is about 
£70 millions a year; their abolition might be politically 
difficult or inexpedient but economically highly desirable ; 
it would not affect to any extent the returns to the British 
farmer. As Professor Meade has pointed out these food 
subsidies are a grossly wasteful form of social service. 


Tue Costs oF EXPANSION 


The proposal to increase the annual output of British 
farming by 20 per cent. or £100 millions by 1951-52 envisages a 
more or less steady expansion spread over the five years ; 
according to the latest estimates the value of the increased 
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output, at 194047 prices, will have totalled some £300 millions 
re) 


by the end of the period. But the expanded output is unlikely 
to be secured at 1946-47 prices; higher prices and acreage 
subsidies are required to meet the higher costs of production 
as output is raised, to provide the necessary capital equipment 
and to afford the necessary incentive. Increased prices and 
subsidies designed to cover these have already been brought 
into operation and represent approximately a further {£500 
millions over the five years; thus the total gross cost of the 
increased output may well be in the neighbourhood of £800 
millions, assuming that costs do not change further meantime. 
These estimates must, of course, be extremely tentative, but 
it is probably fair to conclude that the final cost of the increased 
output will be about 2-2} times the cost of the output if it had 
been possible to maintain the 1946-47 prices. This multiplier 
conforms with war-time experience when the increased output 
from British farming between the pre-war years and 1943-44 
was estimated to cost about 2-2 times the value of the increased 
output at pre-war prices. It is a further indication either that 
marginal costs are very much higher than average costs or that 
a number of supra-marginal farmers are getting high returns. 

It should, however, be stressed that the estimate of £800 
millions is a gross figure. It includes a large net investment 
of capital—possibly as much as £200 millions, excluding any 
increase in landlords’ capital expenditure—the benefits of 
which will extend beyond the five-year period. In addition, 
it does not make allowance for any possible increase in farming 
efficiency whereby increased output would be achieved without 
increased cost. Further, some part of the £800 millions will 
find its way back in increased tax revenues. 

On the other hand, it is possible that the home prices 
already put into effect may have to be revised upwards during 
the period to implement the Government's undertaking to 
provide guaranteed prices for the principal agricultural 
products." Such a trend in costs is already evident and has its 
influence in the annual and special reviews between the 
Government and the farmers’ representatives. 

The cost of this total expansion of food production at 


1 Under the present arrangements, firm prices for crops such as cereals, potatoes and 
sugar beet are fixed before sowing while minimum prices are fixed for fat livestock, milk and 
eggs for the following 3-4 years and firm prices for 3-15 months ahead. The Government 
has the right, in fixing these prices, to take into account relevant factors other than costs, 
such as imported supplies, the effect of “‘ incentives " and so on, but it is doubtful whether 
in practice these will exert any downward influence on prices over the five-year period. 
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home appears even greater in comparison with the estimated 
cost of the same quantum of food if it could have been imported 
—about £200 millions at 1946-47 prices. As events have 
turned out, import prices have increased since that time but not 
to an extent equivalent to the rise in home prices. 

It does not follow, however, that a policy which necessitates 
the annual payment of, say, £200-250 millions for an increased 
output of £100 millions or in substitution of imports of £60-70 
niffions is wrong. The increase in cost is admittedly not very 
great in relation to the annual total expenditure on food— 
about £2,000 millions. But, if the cost falls on to the taxpayer 
—and much of it could not be passed to the consumer—it 
would entail an increase of 50-70 per cent. on the present 
subsidies paid to make possible the present consumption 
of home-grown foods, an addition to a burden that is already 
a matter of grave concern, particularly for its effects on the 
general level of costs and our competitive power in the export 
market. 

If it is assumed that any further considerable increase in 
food subsidies or retail prices to the consumer would put an 
intolerable strain on our national economy under the conditions 
which are likely to prevail in the next few years, it follows that 
costs of food distribution and production in this country must 
be reduced if the levels of consumption implied in the present 
targets are to be achieved. 

No one is prepared to suggest a reduction below the present 
average level of food consumption, which is approximately 
7-10 per cent. less than that of 1936-39, which was for many 
below nutritional requirements. Nor, since there is now a 
greater measure of equality in its distribution, is there much 
opportunity for saving by a reduction in the consumption of 
those above the average. It has been indicated already that 
there is a great potential saving in the substitution of the 
cheaper foods, those requiring fewer resources, less land 
labour or capital, for their production. Habits of food con- 
sumption have undoubtedly been changing before and during 
the War, as a result of the spread of knowledge on nutrition, 
occupational changes, and the exigencies of war. It is probable 
that a diet containing more palatable cereal products, milk and 
milk products, fruit and vegetables and less meat, the most 
expensive food group, than before the War would be generally 
acceptable to most people. But any further restriction than 
this should be undertaken only in the last resort, necessitated 
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perhaps by a reduction in our industrial productivity or in our 
export trade. 

Such economies as are therefore practicable must be found 
in the purchasing of overseas supplies, in marketing and in 
home production. There is only space enough to draw 
attention to one or two points connected with the first two 
possibilities. 


ECONOMIES IN DISTRIBUTION COSTS 


In so far as the prices of imported goods could be reduced, 
there would be a possible reduction in the total of £190 millions 
at present required to keep their prices within reach of the 
poorer consumers. For reasons which have already been 
discussed, it would be unwise to expect any considerable drop 
in the general level of imported food prices ; nor should it be 
taken for granted that a general deflation would solve our 
problems. It has been shown that we now have a much smaller 
net investment income compared with the inter-war period, 
while our debts overseas are vastly greater ; a rise in their real 
value would not help us, nor would a general restriction of our 
export market through deflation improve the position. 

The question of the best machinery for the purchase of 
overseas supplies is a complex one to which there is no single 
answer. ere is probably some justification for the growing 
opinion that a return to private enterprise in the purchase o. 
certain commodities the retail prices of which are not sub- 
sidized might be beneficial provided that there were no difficulty 
in securing shipping space; fruits, vegetables and certain 
feeding stuffs might come into this category. The story of 
this country’s purchase of linseed lends point to this argument ; 
unnecessarily high prices for imported raw materials have an 
exaggerated effect on manufacturing costs under present 
conditions. 

Again, there are certain subsidized commodities such 
as, possibly, tea where trade purchase might be employed 
without prejudicing the controlled distribution of supplies 
once they have arrived in this country; it is true that a 
maximum price fixed by the Government above which it 
would not buy from importers would tend to become the 
actual buying price, if there were not full competition between 
importers, but at least a larger part of any profits would 
remain in this country. On the other hand, Government 
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monopoly of purchase of many foodstuffs from the Dominions, 
the Colonies and Denmark has probably resulted in more 
beneficial terms than those that would have been obtained 
by private traders ; such foodstuffs would include meat, dairy 
produce, wheat and certain oilseeds. The chief danger of 
state purchase lies in the possibility that alternative or minor 
sources of supplies, which might be appreciable in the aggregate, 
may be overlooked. It is possible that a combination of both 
systems of purchase, accompanied by the controlled allocation 
of import licences to private traders, might for a few com- 
modities result either in increased supplies or lower import 
prices or both. 

There is one further economy in the purchase of overseas 
supplies which will be discussed in greater detail at a later 
stage—the possibility of decreasing imports of feeding stuffs by 
an increased substitution of home-grown feeding stuffs, notably 
from grassland. 

There is undoubtedly room for some economy in the costs 
of food processing and distribution in this country, estimated 
to account for at least 10-12 per cent. of the national income 
before the War. Miss Whetham has outlined in the January, 
1948, issue of this Review the developments which took place 
during the years before the War when the Marketing Board 
pattern was established, the modifications wrought during the 
War, and the changes resulting from the policy of guaranteed 
prices and assured markets embodied in the Agriculture Act 
of 1947. While there have undoubtedly been many improve- 
ments during the War which have reduced marketing costs, 
such as the zoning of milk retailing, the reduction in the 
number of slaughter houses and economies in the transport of 
milk, eggs and fish, it is impossible to assess the total saving 
since the facts are not available. There must be a wealth of 
data which, if properly analysed, would give a clear picture not 
only of the present marketing system and its cost but also of the 
= achieved. 

n the other hand, experience in the Second World War, as 
well as in the First, shows that the control necessitated by 
inadequate supplies inevitably imposes an expensive rigidity in 
the system which tends to persist even when supplies increase 
again. There appears to be general agreement that the time is 
ripe for a reduction in the wholesale and retail margins 
established under price control, but such measures should not 
be expected to have any substantial effect on retail prices, with 
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the possible exception of milk prices. Past experience, however, 
renders venial any cynicism about practical results within a 
reasonable period of time. 

There will certainly be much discussion about marketing 
systems and distributive costs in the next five years or so, 
particularly if real incomes fall. Retail prices have character- 
istically lagged behind the movements in other prices, a 
phenomenon which has always led to the establishment of 
commissions or committees to enquire into methods and costs 
of distribution. So far only the Lucas Committee has con- 
sidered and reported in the present post-war period ; it has 
concerned itself mainly with “ agricultural marketing ’’ but not 
with wholesale or retail distribution, a distinction which is 
spurious and likely to be ineffective in so far as the hopes of 
lower retail prices are concerned. 

The position of the Ministry of Food itself may be the 
centre of the controversy. If the pattern of the current schemes 
for coal, transport, gas and electricity and of steel is followed, 
it is not improbable that its functions might be absorbed into 
one or more independent corporations. Such a development 
would at least have the merit of separating to some extent 
political and economic considerations in the buying of overseas 
supplies, an entanglement which must become an increasing 
embarrassment and source of odium to any Government 
Department especially if prices show a tendency to fall. Critics 
of the state purchase of imports have always asserted that 
political considerations are bound to creep into inter-Govern- 
ment transactions, resulting in excessive payments or in the 
failure to secure supplies for non-economic reasons. Experience 
in the last two years suggests that there are ample grounds for 
such fears. 

Increased supplies and relaxation of controls, commodity 
by commodity, give the greatest hopes of reduced margins at 
the retail end of distribution. Until there is a greater freedom 
of prices and trade and a greater opportunity to remodel retail 
shops, it will not be possible to adopt the sales methods which 
offer the best chances of saving labour and cutting costs. 
General measures may, however, still be necessary to dis- 
courage in the immediate future any undue increase in 
unessential services to the consumer such as delivery, 
excessively costly packaging and the like which disappeared 
during the War. 
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Lower Costs IN BRITISH FARMING 


Finally, there are the potential economies in the costs of 
food production in this country itself. When the policy to 
expand output by 20 per cent. in five years was first announced, 
it was hoped that the efficiency of farming might be raised 
2 per cent. per annum ; if this were achieved then half of the 
required addition to output would be provided without any 
increase in costs. Such a rate of improvement under present 
conditions is a very high target at which to aim—the shortages 
of certain agricultural requirements such as agricultural 
machinery and certain types of fertilizer are in themselves a 
serious handicap—and the country may well have to be 
prepared to give the industry a longer time in which to 
achieve it. 

While there is need for a general reduction in farming 
costs and the more economical use of land, labour and capital 
resources, it is particularly great in the livestock industry. 
It is the prices of livestock products. that require the heaviest 
subsidies to bring them down to the consumers’ levels of 
purchasing power. There are several potential sources of 
lower costs. 

First, it is essential that those products the output of 
which is to be increased in this country are those which are the 
least costly to produce in substitution for imported produce. 
Dr. Raeburn has calculated on the basis of estimated marginal 
costs that, in relation to efficiency in the use of land and feeding 
stuffs, the targets of livestock production for 1951-52 may be 
too low for milk and pigmeat and too high for beef and eggs. 
If cost of labour and capital equipment are also taken into 
account the same conclusions would appear to be valid. It is 
also clear, from a study of estimated marginal costs, that it 
would be relatively expensive to increase the output of those 
products which were heavily subsidized before the War, such 
as wheat, sugar and beef in an attempt to save imports. There 
has not been so great a change in comparative costs of pro- 
duction as to alter the pre-war differentials. 

Secondly, consumers may have to be prepared not to 
expect pre-war qualities, the premiums for which accounted 
for a part of the price differential between imported and home- 
grown food, unless they are prepared to pay for them rather 
than pass them on to be paid by the taxpayer. Less attention 
to quality, in so far as this is compatible with public 
health, may be necessary to bring about some reduction 
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in costs, though it is improbable that this would be very 
substantial. 

But the greatest possibilities are to be found on the 
farm itself, particularly in savings on feeding stuffs, in better 
yields and in the reduction of disease. 

The greater use of home-grown feeding stuffs and a 
reduced dependence on imported feeds would save a great 
deal of foreign exchange. In 1947 there was an outlay of over 
£50 millions in Aard currencies alone for imported feed and 
this may have to be increased to £150 millions if the 1951-52 
targets are to be reached under the present plans. Grassland 
is the most important source of animal feeding stuffs in this 
country, which is not surprising when it is recalled that grass 
is the principal crop. 











1939 1948 |: 1951-2 target 
| "000 acres | '000 acres "000 acres 
Grassland— 
Permanent . zy ord 18,773 12,363 12,400 
Rotational .. - oo | 4,093 5,526 5,230 
Rough Grazing oe ee | 16,539 17,204 17,000 
| | 
Total grassland we - | 39,405 35,093 34,630 
Tillage crops . | 8,813 7 13,226 13,382 





Before the War, as much as four-fifths of our requirements of 
protein feeding stuffs were obtained from grassland. While 
pigs and poultry must depend mainly on cereals, potatoes and 
the by-products of arable farming, cattle and sheep could be 
fed to a much greater extent than at present on grassland and 
its products. 

There are some authorities who maintain that within the 
space of five years it would be possible to make them entirely 
independent of imported cereal and other feeding stuffs. It 1s 
argued that the productivity of the 17} million acres of 
permanent and rotational grazing envisaged in the 1951-52 
target could be increased by at least 20 per cent., given efficient 
manuring and ‘management, adequate supplies of labour and 
equipment, and the requisite knowledge on the part of farmers. 
This increased output would be equivalent in starch equivalent 
and protein values to some 2,250,000 tons of maize or barley 
and some 1 million tons of linseed cake, a saving at present- 
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day prices of over £90 millions, much of it in hard currencies. 
Only a small proportion of this increase would, or could, be 
consumed “ on the hoof ”’ by cattle and sheep and the balance 
would have to be turned to hay, dried grass or silage. The 
additional cost in capital equipment, materials and labour of 
this greater output might be estimated at £15-25 millions ; 

ainst this could be placed the value of the increased output 
of milk, beef or mutton, hides or wool, amounting to some 
£40-45 millions. 

There is a double-headed saving in such a policy. Not 
only would £40-45 millions of produce be secured at a reduction 
in costs—from about £90 millions to about £25 millions—a 
saving that might surely permit of some reduction in the 
subsidies to retail prices ; but it would also permit a big cut in 
the requirements of foreign exchange for imported feeding 
stuffs, estimated at £150 millions a year if the Government's 
1951-52 livestock targets are to be achi:ved and if a grassland 
development policy is not undertaken. 

It is worth emphasizing again that the total savings to be 
derived from the increased output of these home-grown feeding 
stuffs depends on how they are used. If used for milk 
production, one ton of “‘ starch equivalent ’’ from grass would 

ive milk (and a small quantity of beef and veal) worth to the 

rmer some £30 at current prices; if used for feeding fat 
cattle it would yield only some £18.’ The cow is a much more 
economical converter than the bullock. 

There are, of course, obvious practical difficulties in the 
sudden and extensive substitution of grassland products for 
the customary concentrates ; for example, the fibre content of 
hay or silage renders it unsuitable in large quantities as a 
substitute for cereal and oilcakes. Evidence of this was 
obtained in the War when imported feeding stuffs were 
curtailed and reliance had to be placed on bulkier home-grown 
feeds. The possibilities of grassland improvement may be 
overestimated. There are risks of failure, particularly in the 
East and South, just as with other crops. Again, the cost 
of grass preservation may have been underestimated; the 
majority of farms are small and the overhead cost of the 
necessary equipment as well as the working costs on small 
farms, with poor “ lay-outs,’’ narrow gateways, limited capital 
might be very heavy. 


_ 2 0-93 tons of milk and 0-3 tons of cull beef and veal against 0-10 tons of steer or 
heifer beef. 
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But in spite of these possible objections, the greater 
utilization of grassland offers immense opportunities of 
reduced production costs and the savings of millions in our 
import programme. Moreover, it is the kind of progress 
which makes full use of this country’s natural advantages 
and, therefore, more likely permanently to improve the British 
farmers’ ability to compete with imported agricultural products, 

A 15-20 per cent. increase in the output of permanent 
and temporary grassland could be achieved by 1952 or soon 
thereafter if the farmer is given a clear lead and confidence 
in an assured market. Temporary grass (leys) could be sub- 
stituted for permanent grass to an even greater extent than 
at present; the yield of leys up to four ag = old is, on an 
average, about 20 per cent. higher’ than the latter. Pedigree 
strains of grasses and clovers not only give higher yields and 
better feed but also lengthen the grazing period at both ends. 
The use of fertilizers on grassland, better management and 
rotational grazing can be extended further. 

Losses in making hay and grass silage can also be cut 
greatly. The loss of protein in the former is estimated by some 
authorities to be as high as 33 per cent.; to cut this waste b 
only 20 per cent. would be equivalent to raising the milk 
yield of the country by almost 10 per cent. Losses in ensilage 
could be reduced to one-fifth of their present incidence. Costs 
of milk production over a number of years show that imported 
winter feed is 112 per cent. more expensive than summer 
feed, so that the more careful storage of summer feed for winter 
use offers great opportunities of saving. 

Artificial insemination in the smaller dairy herds might, 
within two generations, add about 100 gallons, or 20 per cent., 
to present average milk yields. The principal animal diseases 
are estimated to cost about £60 millions a year; recent dis- 
coveries in disease control have brought within reach the 
progressive elimination of the most serious sources of loss 
such as bovine tuberculosis, artificial immunization against 
contagious abortion, swine fever and many sheep diseases, 
the curing of streptococcal mastitis, and the control of internal 
and external parasites. 

Technical progress in livestock farming has been paralleled 
by advances in crop production. If extensively adopted they 
would not only reduce costs and prices of crops used directly 
for human consumption but also those used for feeding live- 


“1 40 per cent. in some parts of the country. 
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stock. Plant breeders have evolved better and more productive 
types of crop plants, such as higher-yielding linseed and 
stiffer-strawed wheats and barleys which withstand the effects 
of heavier manuring. Potato breeders are evolving types that 
are immune to two of the three most wasteful diseases and 
highly resistant to the third. Plant protection by new 
insecticides and selective weed killers are also making possible 
greatly increased yields at comparatively low cost. The 
possibilities of an even greater degree of mechanization are 
already recognized. 


CONCLUSION 


The Economist ended a recent review of this country’s 
economic position by stating :— 

“ From now on, the factor that governs Britain’s ability 

to survive is costs of production. Hitherto the need has 

been for increase of production, cost what it might. The 

achievement has been great, but it has also been costly.” 
This general conclusion applies in particular to agriculture. 
The task ahead is to expand food production still further but 
it must be accompanied by savings in costs; if not, the live- 
stock policy may fail, a possibility that cannot be contemplated 
with equanimity by either the farmer or consumer in this 
country. 

A few possible lines of development have been suggested 
in this survey ; they are already known to many of those in the 
farming community but it may not be sufficiently realized 
how short is the time left to bring them into practice. In 
agriculture, as in other industries, there are very wide 
differences in efficiency between individual producers; the 
results of the many economic investigations carried out in all 
parts of the country show this clearly. These disparities will 
have to be narrowed down and the average raised. Agricultural 
science has progressed rapidly in recent years but its practical 
application is lagging. 

Mr. Skilbeck, in the first article of this series, described 
the changes that had taken place in the organization of British 
farming during the War. He claimed that :— 

“the War has demonstrated that British Agriculture 

possesses an adaptability and a flexibility which was 

unexpected by many. It has shown that the industry had 
unexpected powers of self-government and internal 
re-organization and that the farming community was less 
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inherently conservative than popular prejudice supposed, 
Considerable technical development has taken place and 
probably at no time in its history has the industry been 
more malleable than it is at the present time.” 
The sense of urgency imposed by war is a keener incentive 
than the warnings and forebodings of economists and planners, 
but the fundamental difficulties of our economic situation are 
no less great. If the farmers can be assured of their require- 
ments of labour and raw materials, fertilizers, machinery and 
spare parts, then the targets established in the Government's 
policy can be attained, possibly not within the desired five years 
but not far beyond them. Above all, the farmer must be given 
confidence that the need for this effort will endure beyond 1952. 
This has not yet been made clear. If this nation is “ standing 
on its own feet’ by 1952 and is able to pay with its exports 
for its reduced level of imports, this happy situation will have 
been achieved only if British agriculture reaches its targets 
and if it has succeeded in reducing its real costs of production. 
Is there any reason for supposing that exports will expand 
more rapidly after 1952 or that comparative costs of industrial 
and agricultural products or of British and overseas farm 
products will change so materially that there will be a sudden 
drop in the demand for British farm products? Is it not more 
probable that with the rapid growth of the population of the 
world, the growth of nationalism, a demand for higher standards 
of food consumption in other countries and the comparatively 
slow rate of technical progress in agriculture, the trend in food 
prices will rise relative to the trends in the prices of 
manufactured products rather than fall? Under such circum- 
stances it would be reasonable to look beyond 1952 but only 
on the clear recognition of the imperative need for raising the 
efficiency of agriculture and passing a large part of the benefit 
of the saving in costs to either the consumer or the taxpayer. 


KeitH A. H. Murray. 


Lincoln College, Oxford. 
November, 1948. 
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Statistics: Explanatory Notes 


MarsHatt Arp.—The chart on page 77 is designed to show the distribution 
of the $4875 millions of Marshall Aid, for the year ending 30th June next, agreed 
upon by the O. E. E. C. (Organization for European Economic Co-operation) 
countries last October, together with their net receipts or net contributions under 
the intra-European payments scheme. The U.K. is to receive the largest allocation 
in direct aid ($1263 millions, or 26 per cent. of the total) but after allowing for a net 
contribution of $282 millions, its net benefit is reduced to $981 millions, slightly 
less than the direct aid allocated to France. In addition, the U.K. is to make 
available a further $209 millions (£52 millions) in drafts on sterling balances. 


Tue BALANCE OF PAYMENTS.—For the first six months of 1948 the total current 
deficit was £140 millions, compared with £630 millions for the whole of 1947, 
The total net drain on exchange resources (second chart, page 78) during the six 
months amounted to £254 millions, in contrast to £555 millions in the period July to 
December, 1947. At the end of the third quarter of 1948 gold and dollar reserves 
had been reduced to £437 millions, excluding £120 millions of reimbursements 
due under E. R. P. 

The diagram on page 79 shows that in the first half of 1948 reduced imports 
from the Western Hemisphere were replaced by increased supplies from Sterling 
Area and other countries. 


INDUSTRIAL PropUCTION.—By September, 1948, total production showed, on 
balance, no increase over the level that had been reached in the autumn of 1947, 
which marked the virtual end of demobilization. 


Compantes.—More companies were registered during 1946 than in any previous 
year since the laws relating to companies were consolidated in 1862. Over the period 
given in the charts on page 81, however, it will be seen that the average nominal 
capital of companies registered has steadily fallen. The third chart, if compared 
with the second, brings out the fairly close connection between fluctuations in 
the market price of industrial securities and the total nominal capital of new company 
registrations each year. 


Housinc.—Since the autumn of 1947 the number of houses completed each 
month has, at last, been exceeding the number of new houses started, with the 
result that the total number under construction has been falling, at the end of 
September to 185,000; these would take about eleven months to complete at the 
present rate of output. Houses under construction by local authorities numbered 
173,000, a decline of 43,000 from the enormous figure of 216,000 at the end of 
November, 1947. According to the memorandum to O.E.E.C. on European 
co-operation (Cmd. 7545) “ the housing programme will continue at much the same 
pace as that now ruling.” 

The table on page 82, extracted from the report of the Committee on the Cost 
of House-Building, shows that the man-hours required to build a typical local 
authority house had, compared with 1938-9, almost doubled by 1947, while the cost 
had risen by £862, or 227 per cent. In part, this was due to an increase in the size, 
and better construction, of the post-war house. 


Motor Cars.—Passenger car production is now above the pre-war level, while 
output of commercial vehicles has been above the 1938 average for the whole of the 
period covered in the first chart on page 84. The greater part of this production has 
been exported, as will be evident from the other two charts. During the third 
quarter of 1948 the number of passenger cars and chassis exported was more than 
three times the 1938 monthly average ; and for the first nine months of the year 
exports amounted in value to nearly £45 millions. Of special significance has 
been the great increase in exports to the U.S.A.; to the end of September nearly 
16,000 cars had been exported to America, compared with 1,124 for the whole of 1947. 
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New registrations of cars at home, on the other hand, have recently been at less than 
half the pre-war level. 

FRANCE.—Industrial production, as in this country, has expanded little since 
the beginning of 1948 when, on balance, output had risen to some 12 per cent. 
above the 1938 level. Both coal and steel production were above the pre-war 
average in the first half of the year; but while the trend for steel has been upwards, 
the increase in coal output would appear to have been mainly seasonal. The third 
chart indicates that wholesale prices by mid-1948 had more than trebled since the 
beginning of 1946. 

Sussip1es.—The present cost of food subsidies, discussed by Dr. Keith Murray 
in his article in this issue, are given in detail in the first table on page 86. The 
second table brings out the relative effects of the subsidies in keeping down food 
prices. Thus, the price of cheese would more than double if the subsidy were with- 
drawn ; milk, on the other hand, would increase in price by less than a penny a pint. 


Books and Publications 


THE INDUSTRIAL REVOLUTION. 1760-1830 
by Professor T. S. Ashton 


(The fHome \University Library. Geoffrey Cumberlege, Oxford University 
Press, 1948. Price 5/-.) 


No portion of our annals has been more perplexed and misrepresented than 
the history of the Industrial Revolution, and few of the great movements moulding 
society can have led to more hasty generalizations. In this new volume of The Home 
University Library Professor T. S. Ashton describes with strict impartiality the 
bright points and the dark spots, glossing over nothing, exaggerating nothing, yet 
writing throughout with undiminished vivacity and power of pointed expression. 
His guidance is invaluable, and he brings out many fresh facets. an 


LETTERS OF AN ECONOMIC FATHER by W. S. Hill-Reid. 
(The Falcon Press (London), Ltd., 1948. Price 8/6.) 


The elementary text-books were once fond of illustrating economic problems 
with an analysis of the activities of Robinson Crusoe, but apart from showing, for 
example, how his standard of living might be raised by investing time in making 
a bow and arrow, little attention was given to the more personal questions that 
must have vexed him. Indeed, so far as is known, he never had to buy a house, 
or borrow money or invest his savings. All these problems, and others, that face 
most people at some time or other are wittily discussed by Mr. Hill-Reid in this 
collection of letters. He gives his son a good deal of sound advice, introduces 
him to the benefits of a bank account, the need for insurance, the art of investment 
and, appropriately, ends with a letter on the wisdom and intricacies of making out a 
will. The exposition throughout is clear and simple. Those who left school 
a long time ago, as well as those who have only just matriculated, can learn much 
from reading this book. 

J. R. W. 
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FINANCE OF EXTERNAL DEFICIT 











1948 
1946 1947 em 
To be paid for— £mn. £mn. {mn. 
Import surplus .. 370 630 140 
Net as of external liabilities 0 or acquisition of | 
external asse! ee —_ | 394° 114* 
370 | 1,024 254 
Met by— 
(a) Net borrowing abroad or sale of external assets | 4° | — on 
(0) Net drain on exchange resources ne 226 | 2,024 acd 
370 1,024 254 
__® Net change on capital account—see below. 
Sterling Area— 1465 
Increase (++) or decrease (—) in U.K. external assets | — 34 +183 - 
Increase (—) or decrease (+) in U.K. liabilities .. | + 37 +147 | —116 
——+ 3) —— +330 | —— + 29 
Other Countries— . 81 
Increase (+) or decrease (—) in U.K. external assets | — 71 + 6 —_ 
inoeme 0-9) fone shnGe: liabilities .. | — 76 — 2 | +142 
| ee a9 | ames 00 | ee + 
Net Change on Capital Account .. | —144 +396 | +114 
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— SOURCES: General Reports on Companies by the Board of Trade, Statistical Abstracts, 











London & Cambridge Economic Service, Stock Exchange Reports. 
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HOUSING IN GREAT BRITAIN 


NUMBER OF HOUSES BUILT EACH YEAR, 





THOUSANDS THOUSANDS 


S PERMANENT HOUSES BUILT BY: 
LOCAL AUTHORITIES. 














TEMPORARY HOUSES 3 
SSE") war DAMAGED & WAR DESTROYED 
HOUSES REBUILT & REPAIRED. 


400| == PRIVATE BUNDERS. 4 By 400 








300 





200 : = 200 




















! 160 
1920 1925 1930 1935 1939 
® Pre-wer years ending March 3/1; post wer, calendar years. Tist.@ months at annve!l rate. 
1920-24 a further 35.000 houses were built by privete bui/ders (rot shown on chart) 
HOUSE-BUILDING COSTS 
Cost of Typical Local Authority House 
Increase as 
1938-9 1947 Increase percentage of 
1938-9 cost 
Cost of— t £ £ % 
Labour oe ee $e 119 416 297 250 
Materials ee ee ee 227 699 472 208 
Plant .. ee ee ee 7 23 16 229 
Overheads and Profit oe 27 104 77 285 
Total Cost ee es ee 380 1,242 862 227 
Analysis of Increased Costs of Labour and Materials 
LABOUR £ £ . MATERIALS £ 
Cost of Labour for— Increase in size of post-war house, etc... 188 
Increase in size of post-war 
house plus outbuilding oe 47 Rise in prices ee ee oe -- 284 
Improved construction and fit- 
tings .. ee ee ee 28 
_- 75 
Rise in wages es oe es ee 96 
Decline in productivity .. ee ee 126 
297 472 





Man-hours required to Build a Post-war House 





At 1958-9 At 1947 
Productivity Productivity Increase 
Typical 1938-9 house ee es 1,550 2,248 698 
CHANGES IN Post-war Houss— 
Increased size .. ee ee 220 319 99 
Addition of outbuilding ee 122 177 55 
Improved construction, etc. .. 200 290 90 


Total Man-hours ee ee 2,092 3,034 942 
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HOUSING IN GREAT BRITAIN 
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The Cost of Housebuiiding (Report of Committee of Inquiry appointed by Ministry of Health.) 
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FRANCE: RECENT ECONOMIC TRENDS 
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FOOD SUBSIDIES 




















Estimated Current 
Annual Rate of Subsidy | 
- ~~ | Subsidy on 
‘ome- | imported food 
£ millions. grown a Total as percen 
food of total 
Rationed foods— £m. £m. £m. % 
Meat es 47-6 12-6 60-2 21 
Bacon 5-4 10-0 15-4 | 65 
Butter 7-3 29-5 36-8 80 
Margarine .. _ 15-2 15-2 100 
Cooking fat. . — 2-7 2-7 100 
Lard oe — 0-3 0-3 100 
Cheese 9-4 9-4 18-8 50 
Sugar 7-3 12-4 19-7 63 
Tea .. ~ 17-1 17-1 | 100 
Eggs 16-7 3:3 20-0 17 
Milk 37-5 _ 37-5 — 
Other Foods— 
Bread (including baking 
subsidy)... .. .. 12-8 50-9 63-7 | 80 
Flour ee “< 8-2 28-9 37-1 78 
Potatoes .. 16-9 1-7 18-6 | 9 
Other foods a + 1-5 Cr. 5-9 Cr. 4-4 _ 
Total subsidies on 
food 170-6 188-1 358 -7 53 
Other Subsidies— 
Feeding stuffs ° 66-51 — 66-5 - 
Fertilizer .. 8-3 = 8-3 _ 
National milk 22-0 _ 22-0 - 
Milk in schools .. 8-5 _ 8-5 _ 
Other welfare foods 7-4 = 7-4 — 
Total 283-3 188-1 471-4 | 40 








= 1 £0°6 mn. on home-grown feeds and £65°9 mn. on imported feeds used to produce livestock products on 
British farms. 


Food Subsidies and Retail Prices 














: : Percentage 

Current a increase in 

Unit retail price wese y price if sub- 

(average) | withdrawn fa become 
Rationed Foods— s. d. s. d. % 
eat ‘e o ‘ 1 Ib. 103 1 3 40 
Bacon : ” 2 2% 3 0} 7 
Butter : oo 1 4 2 74 97 
Margarine . ~ 9 1 1} 50 
Cooking fat . 2 10 1 & 3l 
d e e ee » 10 1 114 96 
Cheese . ee - 10 1 103 128 
Sugar “ ~ 5 7t 45 
Tea .. ” 3 4 4 24 26 
Eggs dozen 3 0 4 3 2 
ilk.. ‘ quart 10 11} 18 

Other Foods— | 

Bread on ou oe 34 Ibs. 9 1 2} 64 
Flour aS oe at 7 oo 1 5 | 2 6 7 
Potatoes .. “ 7 lbs. | 10 | 141 24 








Sources: Hansard 21st and 24th September, lst November, 1948. 











